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NOTES AND 


Committee on CICA Objectives 


As reported in the July issue of this 
journal, a committee under the chair- 
manship of J. R. M. Wilson, F.C.A., 
was appointed last June to make a 
comprehensive study of the organiza- 
tion and long range objectives of the 
Institute. The terms of reference were 
to review the present objectives, 
responsibilities, powers and organiza- 
tion of the Institute, to appraise the 
areas and functions it now serves and 
to consider those not presently cover- 
ed. The committee has been asked to 
make recommendations in each of the 
above cases and consider any other 
matters which it feels should be re- 
viewed in order to assess the In- 
stitute’s total operations. 


Last month, the chairman of the 
committee visited Vancouver and met 
members of the council of the In- 
stitute of Chartered Accountants of 
British Columbia to obtain their 
views and suggestions. This was fol- 
lowed by a visit to Calgary to meet 
members residing in that city who 
serve on the council of the Institute 
of Chartered Accountants of Alberta. 
Further meetings are being arranged 
with the councils of other provincial 
Institutes so that the committee may 
interview as many key people as pos- 
sible who have observed the opera- 
tion of the Institute and are familiar 
with its present strengths and weak- 
nesses. The views and suggestions of 
individual members are also welcome. 


Dates of 1962 Examinations 


The 1962 uniform examinations will 
be written on June 19, 20, 21, 22, 26 
and 27, 1962. Uniform examinations 
will not be written on Monday, June 


COMMENTS 


25, as this is a provincial holiday in 


Quebec. 


American Institute President 

John W. Queenan, managing part- 
ner of the international accounting 
firm of Haskins & Sells, with head- 
quarters in New York, was elected 
president of the American Institute 
of Certified Public Accountants last 
month in Chicago. 


Banff Management School 


The Banff School of Advanced 
Management will hold its 13th ses- 
sion at the Banff School of Fine Arts 
from February 5 to March 17, 1962. 
The course covers a programme of 
studies on administration, finance, in- 
dustrial relations and business func- 
tions. Regular lectures will be sup- 
plemented by talks from prominent 
Canadian and American businessmen 
and members of the faculties of the 
four western universities. Among 
those on the faculty are Professor 
Ralph R. Loffmark, C.A., a member 
of the faculty of commerce, Univer- 
sity of British Columbia and Pro- 
fessor Bryce Rollins, C.A., assistant 
professor of finance, University of 
Alberta. Registration should be made 
not later than December 31, and 
early registration is essential as a 
limit of 70 students has been estab- 
lished for the course. 


Ontario Institute Newsletter 


Last month, members of the In- 
stitute of Chartered Accountants of 
Ontario received the first issue of 
Checkmark, the Ontario Institute's 
newsletter. Its purpose, according to 
a message from the president of the 
Institute, is to draw the profession 
more closely together and act as a 
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three sound reasons why you can recommend 
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and your client to develop an individual plan, suited 
to his exact needs and system of operation. At no 
obligation, of course! 


EXPERIENCE AND INTEGRITY —The combined expe- 
rience and knowledge of two of the oldest and most 
respected names in the field of commercial finance — 
1.A.C. and James Talcott Inc.—are your guarantee 
of fair and equitable financing. 


For further details, write or phone us. Ask us, too, for 
the free booklet ‘A balanced job in business finance’. 
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medium of information to the mem- 
bers. We extend congratulations and 
good wishes to those who conceived 
the idea and brought it to fruition. 


National Accounts 

The upward trend in production of 
goods and services was resumed in 
the second quarter of 1961, following 
the slackening in the pace of econ- 
omic activity which occurred in the 
first quarter. On a seasonally adjusted 
basis, the gross national product rose 
to $36,280 million, or close to 2% 
over the level of the preceding 
quarter. 


Municipal Accounting 

An invitation to the Institute from 
the Municipal Finance Officers Asso- 
ciation of the United States and 
Canada to participate in a revision of 
the 1951 edition of Municipal Ac- 
counting and Auditing has resulted 
in the establishment of a study group 
sponsored by the Institute’s commit- 
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tee on accounting and auditing re- 
search. Paul Hickey, C.A., assistant 
deputy minister, Department of Mun- 
icipal Affairs for the Province of 
Ontario, has been appointed chair- 
man. The revision work will be under 
the jurisdiction of the Association’s 
National Committee on Government 
Accounting, and the Institute’s study 
group will act in an advisory capacity 
to the committee. 


In the News 

Two chartered accountants have 
been added to the City of Toronto 
Redevelopment Advisory Council in 
a move designed to increase the 
group’s ability to conduct studies 
and recommend means of developing 
the downtown area. The new mem- 
bers are: A. J. Little, F.C.A., a part- 
ner of Clarkson, Gordon & Co., and 
W. H. Rea, F.C.A., president of 
Canadian Oil Companies Ltd. 


Asian and Pacific Conference 

The date for the 3rd conference of 
Asian and Pacific Accountants has 
been set for October 15-19, 1962. The 
first three days of the programme will 
be held in Tokyo, while the last two 
days are scheduled for Kyoto. Pre- 
liminary plans are: opening ceremony 
and sight-seeing tour of Tokyo on 
October 15; a morning session, inspec- 
tion of a Japanese factory and even- 
ing theatre party on October 16; the 
second session, another tour of 
Tokyo’s industry and a “Sayonara” 
party on October 17; the third session 
will be on October 18; and a closing 
ceremony, sight-seeing tour of Kyoto 
and another “Sayonara” party on Oc- 
tober 19. Representing the Institute 
will be Howard I. Ross, second vice- 
president and R. D. Thomas, execu- 
tive secretary and director of re- 
search. 


Seasons Greetings 

We extend to all our readers best 
wishes for a Merry Christmas and a 
Happy New Year. 
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editorial 


business budgeting 


WE ARE TOLD the word budget traces back to the French “bougette” 
meaning bag or wallet with its contents, and on back through Old 
French to the Latin “bulga”. The accepted version of the current use 
of the word is that, at one time, Britain’s Chancellor of the Exchequer 
when presenting his estimates and tax proposals to Parliament brought 
them in a leather bag which became known as “the budget”, a word 
now widely used for many types of financial plans, whether by 
government, business, institutions, or individuals. Probably to the 
horror of language purists—the modern trend to verbalize nouns has 
brought us “budgeting” — the activity which produces the budget. 

All this is very interesting, but more to the point, perhaps, is to 
contemplate that budgeting or financial planning is a very natural, 
instinctive thing to do and must surely go back to the dawn of his- 
tory. Whatever the medium of exchange — salt, beaver pelts or even 
when straight bartering was the order of the day — cunning minds 
were planning ahead what to hunt, grow, make, save, spend, trade 
or build for whatever periods of times were appropriate, whether 
moons, seasons or years. 


And so our modern business budgeting contains all these ele- 
ments, refined and adapted to the size and complexity now current, 
but basically unchanged. 

Is a business budget essentially a tabulation of estimates? Is 
it a set of standards? Is it an assembly of objectives or quotas set by 
management? How much of it is wishful thinking? How much does 
it truly reflect planning? Probably a complex operating budget of a 
business contains elements of all these. But, above all, the really effec- 
tive budget, is the one which is preceded by establishing or re-affirm- 
ing company objectives, short term and long term, and which is 
designed toward the attainment of those objectives. Are markets to 
be enlarged, are product lines to be increased, is packaging to be 
restyled, are distribution and selling methods to be altered? All these 
and many more questions require study and decision so that the 
budgeting process can be attuned to the company’s aims. 

While editorial discussion need not concern itself with the tech- 
niques of the budgeting process, it may be proper to consider the 
day-to-day impact of actual events and variances between the results 
they produce as compared to those planned in the budget. Opinions 
vary as to whether a budget should be periodically revised to reflect 
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changing conditions or whether it should be inflexible for its planned 
duration. Neither course can alter the influences which are beyond 
the control of the company. Hence one might question the wisdom 
of resisting budgetary change. Realizing there are also controllable 
factors throughout the year, one might in turn question the wisdom 
of adjusting budgets to indicated actual results. One accepted alter- 
native or compromise is to allow a budget, once confirmed, to stand 
for the year, but to provide it with a running mate in the form of 
forecasts or estimates, revised monthly or quarterly. This would enable 
management to retain control of those items still controllable while at 
the same time recognize and accept that uncontrollable factors may 
bring about final results at variance with the budget. 

So much for fixed or variable budgets as documents. What of 
the actions which a company should take as the year unfolds and 
results can be compared with estimates? Should expenditures, whe- 
ther capital or expense, be proceeded with solely because they were 
provided in the budget regardless of the state of affairs actually pre- 
vailing? Conversely, should expenditures now indicated as being de- 
sirable be vetoed simply because there was no budget provision? It 
would seem there are two extremes possible here while the prudent 
course would be somewhere between those extremes. 

A budget should not be a straight jacket, restraining the company 
from adapting to changing conditions. But it should not be treated 
so lightly as to be almost completely ignored through accepting the 
mistaken philosophy that since its planned results cannot be achieved 
in their entirety it is more practical to put it on the shelf and let the 
winds of chance determine results. 

The budget, in short, does not absolve management from making 
alternative business decisions throughout the year yet it is not to be 
treated lightly in the making of such alternative decisions. 

Business budgeting is an interesting, challenging and rewarding 
activity. It encourages forward thinking. It has disciplinary effects 
both in planning and execution. For these and other reasons manage- 
ment is wise to share the budgeting process with as many employees 
as possible, and to encourage in them a sense of responsibility for 
final results. 








editorial 






le budget de l’entreprise 










On pir QuE le mot budget vient de l’ancien mot francais “bougette”, 
signifiant sac ou portefeuille avec son contenu, et qu'il remonte, a 
travers le vieux francais, au mot latin “bulga”. Plus communément, 
Yusage que Ion fait maintenant du mot vient de ce que, a un 
moment donné, le Chancelier de lEchiquier de Grande-Bretagne, lors 
de la présentation de ses prévisions et de ses demandes fiscales au 
Parlement, les apporta dans une serviette de cuir que lon appelait 
“budget”. Ce mot est maintenant largement employé pour désigner 
plusieurs genres de plans financiers, soit par les gouvernements, soit 
par les entreprises, les institutions ou les individus. 

Tout cela est trés intéressant mais il serait peut-étre plus 4 propos 
de reconnaitre que la préparation d'un budget ou la planification 
financiére est une chose toute naturelle et instinctive et qu'elle doit 
sirement remonter aux origines de histoire. Quel qu’ait été le moyen 
d’échange,—sel, pelleteries, ou méme lorsque le simple troc était 
a ’honneur, — des esprits astucieux prévoyaient quoi chasser, cultiver, 
faire, épargner, dépenser, négocier, construire aux moments oppor- 
tuns, qu'il s’agisse de lunes, de saisons ou d’années. 

Ainsi, notre conception moderne du budget de Ilentreprise con- 
tient tous ces éléments, subtilisés et adaptés aux dimensions et 4 la 
complexité de notre temps, mais fonciérement les mémes qu’autrefois. 


Le budget d’une entreprise est-i] essentiellement une compilation 
destimations? Est-ce une série de normes? Est-ce un ensemble d’ob- 
jectifs et de contingents fixés par la direction? Dans quelle mesure 
nest-il qu’élucubrationsP A quel point réfléte-t-il vraiment la plani- 
fication? Probablement qu’un budget d’exploitation complexe d'une 
entreprise contient des éléments de tout ceci. Mais, par dessus tout, 
le budget vraiment efficace est celui qui commence par poser ou 
réaffirmer les objectifs de lentreprise, 4 court et 4 long terme, et est 
orienté vers la réalisation de ces objectifs. Faut-il étendre les marchés, 
faut-il accroitre les moyens de production, faut-il renouveler l’em- 
ballage, faut-il modifier les méthodes de distribution et de vente? 
Toutes ces questions et bien d'autres requiérent de l’étude et exigent 
des décisions en vue d’adapter la préparation du budget aux buts de 
Yentreprise. 

Méme si un éditorial n’a pas a se préoccuper des aspects tech- 
niques de la préparation du budget, il y aurait lieu de considérer 
incidence de la réalité quotidienne et les écarts entre les résultats 
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atteints et ceux prévus dans le budget. I] y a divergence d’opinions 
a savoir sil faudrait reviser périodiquement le budget pour refléter 
les changements de conditions ou si celui-ci devrait rester immuable 
pour toute la durée prévue. Dans un sens ou dans lautre, cela ne 
changerait rien aux influences qui échappent au pouvoir de Ilentre- 
prise. On peut donc mettre en doute la sagesse de ceux qui s opposent 
a tout changement au budget. Se rendant compte qu'il y a aussi des 
facteurs maitrisables tout au long de I’année, on peut d’autre part 
sinterroger sur la sagesse de retoucher le budget suivant les résultats 
réels constatés. Une alternative ou un compromis accepté est de 
laisser le budget tel quel pour l’année, une fois qu'il a été adopté, et 
de lui adjoindre un supplément sous forme de prévisions ou estima- 
tions revisées 4 tous les mois ou tous les trimestres. Ceci permet a la 
direction d’exercer une influence sur les éléments qui sont encore 
maitrisables tout en reconnaissant et en acceptant que des facteurs 
non maitrisables puissent entrainer un écart entre les résultats finals 
et le budget. 

Voila, en théorie, pour les budgets fixes et variables. Quels sont 
les actes qu'une entreprise devrait poser au cours de l'année et quels 
sont les résultats que l’on peut comparer aux estimations? Doit-on 
effectuer des dépenses, de capital ou d’exploitation, uniquement parce 
qu elles sont prévues au budget, sans égard 4 la situation des affaires? 
Inversement, doit-on sopposer 4 des dépenses qui se révéleraient 
présentement souhaitables simplement parce qu’elles ne sont pas pré- 
vues au budget? I] semblerait y avoir ici deux extrémes possibles entre 
lesquels la prudence nous conseillerait une ligne de conduite médiane. 

Un budget ne doit pas étre une camisole de force empéchant 
l’entreprise de s'adapter aux changements de conditions. Mais on ne 
doit pas le traiter a la légére au point de n’en tenir presque aucun 
compte sous le prétexte erronné que, si l’on ne peut réaliser inté- 
gralement les objectifs proposés, il vaut tout aussi bien le laisser 
dormir sur les tablettes et sen remettre au gré du hasard pour 
faconner les résultats. 

Bref, le budget ne dispense pas la direction d’avoir 4 exercer un 
choix dans ses décisions d'affaires tout au long de l'année, mais elle 
ne doit pas sen écarter 4 la légére dans l’adoption des diverses pos- 
sibilités qui s’offrent a elle. 

La préparation du budget d'une entreprise est une forme 
d’activité intéressante, passionnante et rémunératrice. Elle vous pousse 
a penser a l’avance. Elle exerce un effet salutaire sur la planification 
et exécution. Pour ces raisons et bien d'autres encore, la direction a 
tout intérét a faire participer le plus grand nombre d’employés 
possible 4 la préparation du budget et a éveiller chez eux le sens de 
la responsabilité vis-a-vis du résultat final. 
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WHEN A MAN contemplates an auto- 
mobile trip, he calculates the cost of 
gasoline, oil and toll charges. This 
gives him the direct, variable cost per 
mile and is what a driver would 
normally do to determine what his 
out of pocket costs would be for the 
trip. When the time comes to make a 
decision about selling or buying a 
new car, a different set of facts will 
be needed. It can be argued that 
this is not the total cost. We have 
ignored, for this purpose, the fixed 
costs of depreciation, insurance, taxes 
and the like. This is equally applic- 
able in operating a business when it 
is necessary to measure the cost of 
operation as distinguished from the 
cost of purchase. 

One of the most commonly accept- 
ed fallacies of modern business man- 
agement in a multi-product operation 
is the concept of using individual 
product profitability, on a total cost 
basis, as a guide in making manage- 
ment profit decisions. “Total cost 
basis,” means distributing the fixed 
costs of an enterprise on an arbi- 
trary basis to each product, even 
though the elimination or addition of 
a product would not necessarily affect 
the fixed costs of the enterprise. 


The concept that one can accur- 
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Direct Costing and 
its Significance in Marketing 
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ately determine a “profit before tax” 
figure on each product in a line, or 
even in a family of products in a line, 
and then use that profit before tax 
figure for making intelligent market- 
ing and sales decisions about that 
product, is erroneous. 


The concept of using total costs of 
selling or marketing as a percentage 


‘of total sales or profits, in order to 


determine whether costs of selling or 
marketing are reasonable, can also 
be misleading. 


For intelligent action, one must re- 
late expenses or outgo to the reasons 
for such expenses or outgo. On the 
other hand, when working with totals 
or averages, one buries the cause and 
effect relationship of the items that 
make up the totals or averages. 


A business, at any point in time, 
reflects the sum of all decisions to 
date. This includes decisions affecting 
fixed overhead costs of the business 
enterprise, unaffected by products, 
and product decisions affecting only 
variable costs created by products. 
Any action involving the spending or 
use of money will affect present costs 
in a fixed or variable manner. There- 
fore, one should evaluate the incre- 
mental effect on profits. By using 
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total cost, the incremental effect of 
combining apples and oranges is ef- 
fectively disguised — revealing a fruit 
salad; but is one making money on 
the apples or on the oranges? This 
necessitates the use of cause and ef- 
fect costing. 


Another illustration is of a business 
enterprise providing for growth. It 
anticipates the need for expansion 
and rents or builds a much larger 
facility than is needed. Should the 
present line of products be penalized 
with the distributed costs of a facility 
that is not required at this time? Or 
should one recognize the profitability 
of one’s products without this excess 
cost, and charge the excess cost to 
management? If one had reached the 
probable volume limits for this par- 
ticular product, a smaller facility 
would have been adequate. Instead, 
management elects to do some invest- 
ment spending against a prediction 
that more volume is attainable. This 
extra cost is not needed to produce 
the product. This is a management 
decision, so it should be charged to 
management. In this way, it is known 
what costs the products are creating, 
and what costs are created by man- 
agement. 


Selling 


One of the advantages of separat- 
ing costs, according to why and how 
they are created, is that it provides 
the means by which one can meas- 
ure and evaluate costs and income 
on a cause and effect basis. The func- 
tion of cost and income in the de- 
cision making area of sales manage- 
ment can be used. 

For example, keeping in mind the 
functional concept of cause and ef- 
fect costing, the total contribution 
margin® of each product and prod- 
uct-family is available to measure the 
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yield obtained from one’s present 
sales force. To illustrate, if the contri- 
bution margin of a product is 50% of 
of net sales, and a salesman costing 
$10,000 a year is added, he has to sell 
$20,000 in merchandise a year to earn 
his salary ($20,000 x 50% contributing 
margin = $10,000). 

Tracing profits back to an_ indi- 
vidual salesman’s efforts, or even to a 
territory, district, area or product, is 
a very difficult task with total cost- 
ing, because the incremental profit 
result of anyone’s efforts is clouded 
by the arbitrary cost allocations that 
are made. 


Sales Budget 

With cause and effect costing, one 
knows the total contribution margin 
brought in by each product or prod- 
uct line sold by 2 salesman in a ter- 
ritory. This can be related to any 
customer or customer group and to 
the cost of the salesman. 

One can also project the normal 
growth expected and planned for, 
using the existing sales force. If this 
plan is changed by increasing the 
sales force then, to justify this added 
expenditure, one must be able to pro- 
ject an increase in the expected total 
contribution margin to pay for the 
increase in the sales force. By using 
total contribution margin, the break- 
even point on any extra cost of sell- 
ing can be determined. Volume in 
excess of the break-even point of the 
additional cost accrues to profit. 

How often are salesmen’s budgets 
set on a unit volume basis or a dollar 
volume basis only? How many times 
are sales commissions paid on a basis 
of volume only; or bonuses paid on 
the basis of exceeding some unit or 





*Contribution Margin is the incremental 
income realised from a_ product after 
paying for the variable cost created by 
the product. 
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dollar volume budget without any 
regard for profitability? The writer 
suggests this is the accepted way of 
doing these things. 


In the establishment of sales bud- 
gets, when there is an assorted line 
of merchandise, the area sales man- 
agers tend to look at the grand total 
of their volume target. They strive to 
meet that grand total even though, in 
doing so, they miss the budget on 
10% to 50% of the items in the line. 
They are looking at total dollars or 
units budgeted. Because they are not 
exposed to the unit profit figures, they 
are forced to disregard profits and 
chase volume. 


A few companies are beginning to 
look at the merit of associating sales 
with profitability; that is, contribution 
margin. A great many profit-sharing 
and incentive plans now in existence 


are paying out on a much more in- 
direct basis than contribution margin. 


Certainly there are some dangers 
in disclosing unit and total contribu- 
tion margin figures and labouring the 
unit contribution margin, but an ed- 
ucational programme for the market- 
ing and sales staff would acquaint 
them with the dangers of over-simpli- 
fying this tool. It is an established 
fact that total dollars of profit is the 
all-important end result. There are 
many businesses where the large per- 
centage of total profits is generated 
by high volume/low margin lines 
and low margin lines are desirable. 


This means one must evaluate the 
relative effort that has to be expend- 
ed on the various lines. It does not 
mean ignoring low margin merchan- 
dise — this can be profitable also — 
but it does mean giving recognition 
to the opportunity that each product 
affords if the proper effort is placed 
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behind it. One might have a product 
with a high margin, like hoola hoops, 
but if the demand no longer exists, 
it is worthless to spend a lot of time 
and money trying to sell them. There 
is no substitute for judgment. But, 
with the proper tools, those judg- 
ments will more often be the right 
ones. 


Measuring Area Performance 

Let us take a look at the use of 
cause and effect costing in the meas- 
urement and comparison of the per- 
formance of areas. It is desirable to 
evaluate area performance in terms 
of contribution to profits. This same 
approach can be used in evaluating 
districts, territories or even individ- 
ual salesmen. 

The first thing is to isolate the 
sales for each particular area under 
study. Then apply the variable cost 
of goods created by the products. 
Subtracting the variable cost of 
goods from the net sales dollars, one 
arrives at the contribution margin 
available to pay for all other costs and 
profits for each area. The sales ex- 
pense created in a given area to pro- 
cure the sales volume for that area is 
then subtracted from the product con- 
tribution margin, and we have a net 
area contribution after paying all 
direct costs. This figure can then be 
used to determine: 

a) comparative profitability of areas 
(or districts, territories, or even 
salesmen); 

b) the advisability of increasing 
selling expense to obtain addi- 
tional volume, thus increasing 
profitability; 

c) the advisability of decreasing 
selling expense to decrease cost 
in order to increase profits. 

This kind of an examination brings 
to light the different mix of products 





564 


sold in different markets or areas, or 
even by different salesmen. In order 
to have an effective selling pro- 
gramme, selective selling must be the 
keynote. 


Export Markets 

In dealing with isolated markets, 
where it is desirable to reach small 
groups of customers, one may find it 
profitable to increase an already high 
selling expense if the increment of 
volume and contribution margin is 
greater than the increment of selling 
expense. For example, take the export 
markets. If there is an excess plant 
capacity, and increases in volume 
only create increases in variable costs 
with minor increases in fixed costs, 
such as adding a shift, then one 
should go after the export market on 
an incremental basis. There is less 
danger in cutting prices in the ex- 
port market and using the increment- 
al costs as a guide to determine the 
minimum acceptable _ profitability. 
This is not recommended for the 
domestic market. One might reach 
too far for some incremental volume 
by reducing prices, and discover that 
the entire business is jeopardized. 


Credit Risk 

Another interesting aspect of the 
cause and effect costing approach is 
the matter of credit risk. Many com- 
panies, for example, insist on a 100% 
performance in terms of collection of 
receivables. This is very commend- 
able. But it also cuts off potential 
sales to customers who may be small, 
but growing, and are in temporary 
need of cash, so they are considered 
a poor credit risk. Yet a good per- 
centage of this type of customer be- 
comes successful and, when they are 
successful and do not need credit, it 
is happily extended to them. 
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If one stops to consider the matter 
of credit risk, and classifies those 
customers with a high risk as margin- 
al customers, then one can evaluate 
the degree of risk in terms of the 
potential profitability. For example, 
if one has a line of products with a 
40% P/V ratio, or a contribution of 
40 cents out of each sales dollar, and 
sells each of five marginal customers 
the same volume, a 40% default is 
allowable without losing any money, 
as shown below: 

Variable 
Cost of 
Goods 

600 

600 

600 

600 

600 


Contribution 
Margin 


Sales 
Dollars 
1,000 
1,000 
1,000 
1,000 
1,000 


Customer 


Total 5,000 3,000 


The total marginal cost of sales is 
$3,000.00, which is 60% of the sales 
dollars. So if 60% of the accounts is 
collected, one has broken even. For 
each dollar collected above 60%, one 
makes 40 cents. 


Marketing 

Now let us take a look at marketing 
as distinguished from sales. In many 
businesses, the two are considered 
synonymous. For this purpose, how- 
ever, marketing is defined as pre- 
selling — the creating of a desire on 
the part of the ultimate consumer be- 
fore the salesman calls. This is the 
area of allocating and committing ad- 
vertising and promotional funds. 


Product Profitability 


With cause and effect costing, it is 
possible to see and trace the direct 
relationship between price, volume, 
direct marketing and merchandising 
margin.* For example, one of the 
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questions constantly asked by man- 
agement is: “How much profit before 
tax are we making on Product A? 
Product B?” The answers to these 
questions do not help management at 
all. Profit before taxes, by product, is 
a fantasy created by accountants try- 
ing to find some basis, any basis they 
can rationalize, for distributing total 
costs to products, including those 
costs which are strictly enterprise 
costs and not product costs. Yet on 
this profit before tax figure by prod- 
uct, many managements proceed to 
make product decisions. This does 
not mean, however, that one should 
not establish a minimum acceptable 
contribution margin for each product 
to insure that only healthy products 
remain members of the family. 


As far as product profitability is 
concerned, it is extremely important 
to know the relative profitability of 
the products in a line. But what is 
meant by product profitability? This 
definition is for products already in 
existence where the fixed costs have 
already been incurred. The cost of 
operation is measured — not the cost 
of purchase. Product profitability is 
the contribution that the product 
makes over and above the cost it 
creates, and not the cost that man- 
agement creates. If one evaluates a 
new product, or product line, neces- 
sitating a new building and equip- 
ment then, in that case, where the 





*Merchandising Margin is that margin 
which remains after paying for variable 
cost of goods and the direct marketing 
expense incurred in the sale of the spec- 
ific product. Direct marketing expense in- 
cludes advertising and promotion funds 
and salesmen’s or brokers’ commissions, 
and any other marketing or sales expense 
incurred specifically in the marketing of a 
particular product. In other words, dis- 
cretionary costs that are cancellable if the 
product is removed from the market. 
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costs incurred to create a new prod- 
uct can be specifically measured, the 
depreciation, etc., created by the new 
product is a fixed cost created by the 
product, and not by management. In 
that case, the fixed cost is also a 
direct cost. 


New Products 

On the other hand, if a new prod- 
uct can be produced with existing 
equipment in an existing plant, it is 
senseless to burden it with the dis- 
tribution of costs that were created 
originally for some other purpose. 
Remember, cause and effect costing. 
What costs were created? What in- 
come will accrue? What is the differ- 
ence? Profit or loss? Measure it on 
the basis of what is contributed over 
the cost it creates, and compare it 
with other products using the same 
building. 

One should only carry evaluation 
of products down to the merchandis- 
ing margin level and then, if there 
are any direct fixed costs incurred 
specifically for the product, they can 
be shown immediately after the mer- 
chandising margin to arrive at the net 
retainable margin contributed by the 
product, as illustrated below: 


Gross Sales 


Allowances, etc. 
Net Sales 

Variable Cost of Goods 
Contribution Margin 

Contribution Margin % 
Total Direct Marketing 

% of Contribution Margin 
Merchandising Margin 

% of Net Sales 
Direct Fixed Costs 
Merchandising Margin 
Less Direct Fixed Costs 

As stated previously, one should 
know exactly what each product is 


Less 


Less 


Less 


Less 
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contributing to the business, based on 
the cost it creates. This format is very 
simple, and herein lies its value. This 
enables one to see the controllable 
performance of any product. Every 
item on this statement is a function 
of, and is related to, the product. 


Another application of cause and 
effect costing in the marketing area is 
to get a relationship between the ad- 
vertising dollars spent and the volume 
necessary to pay for that advertising. 
This enables one to determine how 
much of the volume is available for 
profits. 


Advertising 

Advertising budgets are usually 
sold on the basis of getting a certain 
percentage of coverage of the avail- 
able market, or a certain number of 
impressions per year per consumer, 
hopefully encouraging the consumer 
to buy enough volume to generate 
profits. 


With cause and effect costing, one 
can at least determine how many 
incremental units that advertising 
should be selling to break even on the 
advertising expenditure for each 
product. That is, how many units of 
volume must be earmarked to pay for 
the direct advertising on any given 
product. 


Proposed advertising expenditures 
should be calculated on the basis of 
the kind of coverage one believes is 
needed to attain whatever percentage 
of the market has been established as 
an objective. The dollars necessary 
to accomplish this should be exam- 
ined against the proposed volume and 
contribution margin. If this pro- 
gramme will yield a_ satisfactory 
profit, then one should go ahead. If 
it will not yield a satisfactory profit, 
the position of the product in its 
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profitability life cycle should be re- 
examined. 


Too often companies steadily in- 
crease advertising as volume _in- 
creases, without any return to profits, 
and expect to make a good profit as 
soon as the volume gets high enough. 
It would appear one is in business to 
build volume so that more money 
can be spent on advertising. Volume 
is not the magic key to profits that it 
was once thought to be. Cause and 
effect costing puts volume in its 
proper place by breaking out the 
direct charges, regardless of whether 
they are fixed or variable. This places 
advertising in direct charges that 
must be paid for from the product’s 
contribution margin, thus enabling 
one to see the interplay between 
prices, volume, advertising and con- 
tribution margin. This eliminates the 
mystery of over and under-absorption 
of fixed overhead. 


Organization 

While marketing and sales prob- 
lems have been considered, they must 
not be confused with the problems of 
controlling the costs of organization 
and staffing. Any good product, by 
the simple expedient of loading it 
with overhead that it neither needs 
nor created, can be killed. 


If the concept of cause and effect 
costing is remembered, then one can 
readily see that all costs of a business 
may be separated into two basic 
types: cost of the product, and cost 
of the enterprise. Cost of the product 
can include fixed as well as variable 
costs. Costs of the enterprise, if one 
goes far enough in time, can also be 
fixed or variable. The difference be- 
tween the two is the directness of 
the costs: those that are direct to the 
product, ie. caused by the product; 
and those that are direct to the busi- 
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ness enterprise (indirect costs of the 
product) but necessary for the organ- 
ization. 


Some people insist on not recog- 
nizing this difference, and feel they 
must distribute the total cost of the 
business — both direct and indirect 
costs — to each product, in order to 
evaluate each product properly. Yet, 
business problems and decisions are 
in one of the two areas, either prod- 
uct decisions or business enterprise 
decisions affecting organization rather 
than product. If one insists on using 
total cost as a basis in product de- 
cision making, these decisions will be 
based on the wrong premise and will 
be misleading. 


There is a school of thought that 
believes that unless each product 
shows a so-called profit after these 
costs are distributed, it is not carry- 
ing its fair share of the overhead. 
There are other ways of determining 
and establishing the minimum ac- 
ceptable contribution for each prod- 
uct. What is overlooked is the fact 
that this is not the way in which, nor 
the reason why, overhead is created. 


Cost Control 

As for controlling these costs, they 
should be controlled when the profit 
plan for the enterprise is put together. 
When the operating budget is pre- 
pared prior to the profit plan, each 
item of overhead should be ques- 
tioned and reviewed by the general 
manager as to its necessity in the busi- 
ness, and its contribution to profits. 
After the factory, sales, marketing, re- 
search and administrative budgets 
have been reviewed and approved, 
then they should be examined against 
the product volume forecasts and the 
resulting merchandising margin. If 
the final profit plan is approved, then 
the budgeted operating expenses 


should be examined periodically and 
compared with the actual expenses, 
just as closely as product performance 
is compared with the plan. If the 
pieces are controlled, the final result 
has to be as planned. 

This, then, allows the control of 
product selling and marketing to pro- 
ceed uncluttered by distribution of 
costs unrelated to the product prob- 
lem, and also allows for the control 
of enterprise costs in total. Manage- 
ment is aware of the magnitude of 
these costs, and their importance is 
not dissipated by distributing them in 
little pieces over a great multitude of 
products, thus hiding their signifi- 
cance as functional problems and 
rather erroneously making them ap- 
pear to be product problems. 


Conclusion 
In summary, direct costing and its 
implications on marketing points out 
the importance of: 
1. Recognizing the difference in 
costs — 

a) Direct costs of product to be 
used in making marketing and 
sales decisions; 

b) Indirect costs of product, that 
are direct costs of the enter- 
prise or costs of the organiza- 
tion and should be used in 
enterprise decisions. 

. Evaluating sales effort, using in- 
cremental contribution margin 
and cost of the selling effort — 
a) by individual product; 

b) by area or territory; 

c) by salesman. 

. Evaluating marketing effort using 
incremental merchandising mar- 
gin and cost of advertising and 
promotion (direct marketing). 

. Keeping in mind the fundamen- 
tal cause and effect relationship 
between costs created and _ in- 
come produced, if any. 
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RESPONSIBILITY FOR the training of 
staff in a chartered accountant’s 
office rests with a number of people 
—with the staff member’s employer, 
the more senior employees with 
whom he works and the provincial 
Institute through its course of study. 
To a large extent, the responsibility 
rests squarely on the shoulders of the 
staff member himself. 


When we speak of staff training, 
what are we really talking about? 
What sort of man are we trying to 
turn out? What end result are we 
trying to achieve? 

Our aim should be to turn out a 
man that has three main character- 
istics: 

(1) He should be technically com- 
petent. He should not only be a 
skilful accountant and auditor, 
but he should have a good 
grounding in allied matters such 
as taxation and systems work. 


) He should be a_ businessman. 
While we should not expect him 
to be an expert in all phases of 
business, he should have an 
understanding of general busi- 
ness problems, and he should be 
interested in searching out 
solutions to those problems. 


(3) Finally, and most important, he 
should possess the personal 
qualifications required of any 
professional man: independence, 
imagination, inquisitiveness, ma- 
turity, integrity and judgment. 

How are we to turn out this type of 
man? The training and development 
of the chartered accountant might be 
dealt with under two main headings 

—“on the job” training, and what 

might be called “formal” training, i.e. 

extension courses, staff meetings, lec- 

tures and similar supplementary forms 
of training. 


On the Job Training 

There is no doubt that “on the job” 
training is of paramount importance. 
After all, it is this aspect of training 
that attracts most students to the pro- 
fession. It is the responsibility of the 
partners of the audit firm to ensure 
that the staff member has an oppor- 
tunity to work on a wide variety of 
engagements for a wide variety of 
clients, both as to size and type of 
business. The undergraduate portion 
of a chartered accountant’s career is 
not the time to make him into a 
specialist of one sort or another; there 
is plenty of time for that once the 
student has qualified and received his 
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degree. Any practitioner who asks a 
student to spend a substantial portion 
of his time on one particular area of 
auditing or accounting, or on one par- 
ticular client or group of clients with- 
in a single industry, does a grave dis- 
service to both the student and the 
profession. 


This does not mean that a staff 
member's interests are best served by 
working on engagements with the 
maximum possible number of clients. 
It is much more sensible, on all but 
the smallest engagements to have the 
junior staff member perform the more 
junior tasks under the supervision of 
an experienced senior man, and on 
each succeeding audit to carry out 
more senior tasks until such time as 
he is capable of supervising the job 
himself. The number of visits neces- 
sary to achieve this will, of course, 
depend on the size and complexity 
of the company and its accounting re- 
cords. By the time the staff member 
is supervising the engagement, he will 
have a thorough knowledge of the 
company’s accounting system and its 
key personnel. He will know “where 
each piece fits” because of his exten- 
sive background and knowledge of 
the company’s affairs. He will be able 
to recognize problems more quickly, 
and be in a position to offer practical 
solutions. The client’s senior officials 
are much more likely to discuss prob- 
lems and exchange ideas with such a 
man to the benefit of both the staff 
member and the client. 


Must Maintain Interest 


The development of the staff mem- 
ber on the job depends, in large mea- 
sure, on the interest shown in his 
training by the partners of the audit 
firm. By displaying a sincere in- 
terest in the development of the 
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younger man and, by ensuring that 
there is a policy of adequate personal 
supervision at all levels, the partners 
can create an environment in which 
both the desire to teach and the de- 
sire to learn can flourish. In years 
past, there may have been a handful 
of practitioners who were satisfied to 
establish carefully developed audit 
programmes for each of their clients, 
and to employ students to carry out 
the detailed steps in a robot-like man- 
ner. In such cases, the student be- 
came a clerk doing a clerical job. If 
he was fortunate enough to pass his 
final examination, his place was taken 
by a new student — needless to say at 
the lowest salary the practitioner 
could negotiate. However, situations 
such as this should now be ancient 
history. 


The day of the indentured servant 
in the accounting profession has pas- 
sed. Good students demand good 
salaries, which is as it should be. To 
allow an intelligent, well-educated, 
well-paid student to perform routine 
clerical tasks or to fail to develop 
him as quickly as possible is ridic- 
ulous. The changes in accounting 
techniques in recent years, largely as 
the result of advances in mechanical 
and electronic data processing, have 
been dramatic. A corresponding 
change is taking place in auditing 
philosophies and techniques, although 
recognition of this fact is coming 
about much more slowly. It is in- 
evitable that audit firms in the future 
will require a higher percentage of 
senior men than at present; accord- 
ingly, they will be seeking the most 
capable men available. The recom- 
mendation of the sub-committee on 
long-range educational planning, that 
applicants be restricted to university 
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graduates by 1970, is further indica- 
tion that we are heading in that di- 
rection. 

If we are going to recruit the best 
men available and, if we are going to 
pay them well (as we must), we must 
make the maximum possible use of 
their capabilities. Otherwise, we will 
not be able to provide our clients 
with the services they require at fees 
they will be willing to pay. 

The techniques of staff training and 
development must necessarily vary, 
depending on the size of the audit 
firm and, in the case of the larger 
firms, on the size of the individual 
office. Obviously, a single practitioner 
with one student will not have the 
same problems as a firm or office with 
six or eight partners and several times 
that number of chartered account- 
ants on the staff. However, in both 
cases, the end objective will be the 
same—to make sure that the accumu- 
lated knowledge and experience of 
the senior people is made available 
to the newer men. 


Formal Training 

This brings us into the area of what 
was referred to earlier as “formal” 
training. Formal training might more 
properly be described as training sup- 
plementary to “on the job” training. 
It is in no sense a substitute for “on 
the job” training, or for the Institute’s 
course of study. It is an attempt to 
accelerate the development of the 
staff and, at the same time, to give 
them an opportunity to sit back from 
time to time to view the work they 
are doing in a broader perspective. 
In this manner, the acquisition of 
technical skills is accompanied by a 
clear understanding and appreciation 
of the underlying principles and ob- 
jectives of the firm and the profession. 

This is not an area where any gen- 
eral rules, which can be applied to 
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all or even most situations, can be 
laid down. The type of supplement- 
ary training required, or possible, will 
depend upon the size of the firm or 
office, the educational background of 
the staff members, the type of day to 
day work being performed by the 
staff and other factors. 


Possibly the easiest way of illus- 
trating this point would be to de- 
scribe, in general terms, the current 
policy being followed by one Toronto 
office. 


Perhaps it would be wise, first of 
all, to try to explain the company’s 
overall “formal” training philosophy. 
It has a full-time director of staff 
training, who is based in Toronto, and 
he directly supervises the training 
programme in Toronto and co-ordin- 
ates the training effort in other offices 
throughout Canada. Each office con- 
tains a senior man responsible for 
staff training and, with the help of 
the director of staff training, a pro- 
gramme is developed for each partic- 
ular office. Lectures and case material 
are exchanged. In some instances, 
staff will travel from one city to an- 
other to attend a course or, in other 
cases, the director of staff training 
may travel to another centre to par- 
ticipate in a course. 


In Toronto, the largest office, staff 
is drawn almost entirely from uni- 
versity students. This means that stu- 
dents will be taking a course of study 
of either three or four years before 
sitting for their final examinations. 

The first formal course is given to 
all new students shortly after they 
start with the firm. This course is de- 
signed to bridge the gap between uni- 
versity and public practice, and to 
familiarize the student with the 
firm’s policies. The course is in two 
parts — the first part consisting of 
talks by various partners, dealing 











principally with the firm, the profes- 
sion and the students’ course of study. 
For the second part of the course, the 
students are divided between those 
who have had a grounding in book- 
keeping fundamentals and those who 
have not. The latter group receives 
a short course in bookkeeping, and 
the former group receives instruction 
in auditing. Instruction to both 
groups follows much the same pat- 
tern: instructive lectures followed by 
a work period in which the students 
solve actual problems. Bookkeeping 
problems require the making of en- 
tries in the books of original entry, 
the posting of these books to the 
ledgers, the drawing off of trial bal- 
ances, the making of adjusting en- 
tries, and the preparation of financial 
statements — thus the complete book- 
keeping cycle is reviewed. The audit- 
ing problem requires the student to 
perform certain auditing tests on the 
records of a small manufacturing com- 
pany, the preparation of working 
paper files and financial statements. 


Stress Responsibility 


The second formal course that the 
students receive is given following the 
intermediate examinations. Its ob- 
jective is to review audit techniques 
and to advance the student to the 
point where he or she can accept re- 
sponsibility as quickly as possible. 
The course includes both lectures and 
case discussions. It is felt that the 
lecture method is appropriate for pro- 
viding a student with certain basic 
information, while the case method 
requires him to make decisions to 
exercise and improve his judgment. 


The third course is given to the 
students in their final year. It is de- 
signed to broaden their horizons and 
to help them assume a greater sense 
of professional responsibility. The 
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course is based on phases of account- 
ing which would not necessarily have 
been encountered by a student in his 
day-to-day work. Such topics as busi- 
ness investigations, financial planning, 
capital budgeting and estate planning 
are presented by persons who have 
specialized in these areas. In addi- 
tion, the profession and professional 
conduct are discussed. 

Because of the complexities of the 
tax legislation and its material effect 
on a client’s financial affairs, it has 
been beneficial to supplement the 
above general courses with more 
specific instruction on tax matters. 
This is done by holding special taxa- 
tion courses for fourth and fifth year 
students. These courses consist of a 
series of several meetings, held a 
week or two apart, and conducted by 
senior members of the firm specializ- 
ing in taxation work. 

Finally, the undergraduate student 
is given continuing assistance with his 
Institute course material and exam- 
inations. Meetings are held from time 
to time to discuss lesson material, and 
to work through examination ques- 
tions with the students. 


No formal courses are offered to 
staff members once they have re- 
ceived their chartered accountant’s 
certificate. However, monthly din- 
ner meetings are held throughout the 
winter months, at which a wide vari- 
ety of accounting, auditing and gener- 
al business problems are discussed. 
These meetings are attended by all 
chartered accountants in the office — 
partners, managers and staff members. 
They provide an opportunity for new 
ideas to be aired, mutual problems to 
be discussed and for good healthy 
arguments to take place. In addition, 
the staff reporting to a particular 
partner will meet informally from 
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time to time to discuss current prob- 
lems and audit techniques. 


While this brief outline describes, 
in general terms, one firm’s training 
programme in Toronto, it should be 
emphasized that this programme is 
not necessarily practical or desirable 
for other firms, or for that matter, for 
all the offices of the firms in question. 
While the overall objective should be 
the same in every case, the staff de- 
velopment programme of each firm 
must be individually tailored to fit the 
requirements of the particular firm, 
and its personnel. 


Personal Responsibility 


It would seem that many stu- 
dents graduating from our universi- 
ties are extremely timorous about step- 
ping from the cloistered academic at- 
mosphere into the maelstrom of the 
business world. There is a tendency 
to favour companies that offer a 
lengthy training programme and to 
avoid those that do not. Without dis- 
cussing whether this is a good trend 
or a regrettable one, there would 
seem to be a possibility that, through 
this process, a student may lose initi- 
ative and drive and assume a passive 
role rather than an active one. What 
can be done to prevent this? We must 
create an environment where indi- 
vidual responsibility is emphasized 
and encouraged. We must make it 
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clear that advancement in the profes- 
sion is based on merit, and merit 
alone. 

There is a tendency, on occasion, of 
overselling students on the training 
which they are to be given. It may 
be better to say to a prospective staft 
member, “we are going to provide 
you with an opportunity to learn a 
good deal — if you really want 
to learn. You will have a chance to 
examine, at close range, the inner 
workings of a great many companies 
and, if you are inquisitive and keep 
your eyes open, there is a wealth of 
knowledge to be gained. We will try 
to supplement your ‘on the job’ train- 
ing with more formal instruction. 
Your mental attitude toward this in- 
struction will, in large measure, de- 
termine the value you will derive 
from it. You will work with many 
capable people during your career 
with us. Ask them questions, pry out 
every bit of advice, information and 
instruction that you can, for they have 
a storehouse of experience that can 
be drawn upon for the asking. If you 
are looking for a sinecure, you have 
come to the wrong place. If you are 
simply a degree collector, go else- 
where, for we are businessmen doing 
a job for other businessmen. This 
profession is not for the weak of heart 
— it demands hard work, sacrifice 
and courage. If you are willing to 
make the effort, the profession has a 
great deal to offer in return”. 














Why Canada Must Trade Abroad 





DAVID W. 





CANADIANS are so used to hearing 
about the importance of foreign trade 
and trade policy that there is a danger 
of overrating this element of the Cana- 
dian economy. Trade is of vital in- 
terest to Canada, but it is not the 
only vital economic interest. With 
this caveat in mind, let us consider 
Canada’s trading position and history. 

In the short run, a country general- 
ly tries to make effective use of what- 
ever resources, capital goods, labour 
skills, institutions and organizations 
it may possess, and of such oppor- 
tunities for trade as the world may 
offer. A country’s position in the 
world economy, and its current pros- 
perity and policy, depend on the 
existing circumstances. In the short 
run, a country will have a compara- 
tive advantage in certain lines of pro- 
duction; that is, it will be a relatively 
low cost producer for some supplies 
of certain goods and services. The 
locus of these comparative advan- 
tages will depend upon: (a) such 
immutable forces as the climate and 
topography of the areas; and (b) the 
accumulated capital equipment, skills, 
knowledge of resources and_tech- 
niques of production in that country 
and abroad. In general, a country will 
attain a larger national income by 
specializing in the production of (and 
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exporting some of) those goods and 
services in which it is a relatively low 
cost producer; and by importing, in 
exchange, some of those goods and 
services for which it is a relatively 
high cost producer. Why must Canada 
trade? She does not have to, but in 
present circumstances it pays in the 
form of a higher national income than 
would otherwise be attained. Canada 
has, relatively, a large stock of some 
resources, an accumulation of gver- 
head capital facilities (railroads, 
canals, electricity - generating capa- 
city), durable specialized equipment 
(mines, mills, paper plants, wheat 
fields and agricultural equipment), 
and knowledge, skills and organiza- 
tions, making her a relatively low 
cost producer of wheat, pulp and 
paper, lumber products and many 
minerals. On the other hand, Canada 
is, at the moment, a relatively high 
cost producer of tropical foodstuffs 
and industrial materials, of coal for 
use in certain areas and of some 
kinds of machinery and equipment. 
The basic commodity pattern of 
Canadian trade arises from these com- 
parative advantages and disadvan- 
tages. 


But, in the longer run, comparative 
advantages and disadvantages are 
partly created by the actions of in- 
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dividuals, private organizations and 
governments. The real efficiency of an 
economy is also created. Furthermore, 
governments may not leave the pro- 
duction, consumption and trading ar- 
rangements to be completely deter- 
mined by private decisions — based 
on the underlying economic calculus. 
Thus, in the longer run, countries 
have the possibilities of influencing 
their growth and trade, of attempting 
to trade more or less and attempting 
to produce and trade different things 
with different people. 


Four Basic Trade Changes 

Some clues to Canada’s interests in 
foreign trade may be provided by a 
crude sketch of her trading changes 
during the last century. First, at no 
time during the last hundred years has 
Canada’s foreign trade been small in 
comparison with the size of the Cana- 
dian economy, though there have 
been ebbs and flows in the degree 
of “openness”. Presumably, even if 
the most “protectionist” policy in 
modern history did not envisage any- 
thing close to Canadian self-sufficien- 
cy, it is safe to say that some speciali- 
zation and foreign trade has always 
been considered in Canada’s interest. 
Secondly, a great deal of government 
effort has been devoted during the 
last century to increase the produc- 
tivity of Canada’s resource industries 
and to develop or encourage the de- 
velopment of facilities to produce and 
transport Canadian primary products 
cheaply. This must be viewed as a 
policy to expand trade. Thirdly, and 
on the other side of the coin, Canada 
has continuously followed a_ policy 
of some protection to Canadian manu- 
facturing activity and to some sectors 
of Canadian agriculture. The protec- 
tion was at its peak during the 1880's 
and 1890's, and has, generally, been 
reduced since — except for the Ben- 
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nett tariffs of the 1930’s. But with 
few exceptions, the Canadian pro- 
tection is not prohibitive of trade. 
It is generally recognized that pro- 
tection reduces, somewhat, the eff- 
ciency of the Canadian economy, but 
Canadians have been, apparently, wil- 
ling to pay a modest price in reduced 
efficiency in order to have a broader 
range of manufacturing activity; and 
perhaps to have more people in Can- 
ada than would exist without the 
Canadian protection. Fourthly, since 
1900, Canada has fared rather well 
economically; her growth in size and 
standard of living have been at least 
as rapid as that in any part of the now 
highly-developed segments of the 
world. One cannot impute this growth 
to the policies that have been con- 
cerned directly or indirectly with ex- 
panding Canada’s trade. On the other 
hand, from the record, it is difficult 
to argue that Canada pursued a fun- 
damentally wrong trade and develop- 
ment policy. 


Need Rapid Innovation Programme 

Economic growth of a country is 
a very complex phenomenon. It used 
to be said that the development of 
export staples was the whole story 
of Canadian economic growth. It was 
argued that, when the world demand 
for Canadian export staples was 
favourable and when skills, knowl- 
edge of resources, capital facilities and 
organization for the production of ex- 
port staples in Canada were also 
favourable, Canada would prosper. 
If either of these conditions was un- 
favourable, then Canadian economic 
growth would slow down. This is too 
simple a view of Canadian economic 
growth. The development of markets 
and supplies of basic export commo- 
dities are still very important deter- 
minants of Canadian growth and busi- 
ness cycle conditions, but they are not 
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sufficient conditions. What does ap- 
pear to be true, however, is that Cana- 
dian economic growth depends very 
much on the world-wide develop- 
ment of knowledge, and on the vigour 
with which that knowledge is grasped 
and adapted in Canada, and put to 
use in our production organization; 
that is, on what economists call pro- 
cesses of innovation in Canada. The 
international flow of ideas that is, to 
some extent, associated with Cana- 
dian trade, and the whiplash of com- 
petition that stimulated the adapta- 
tion of new ideas, are vital to Cana- 
dian economic growth. Thus, for Can- 
ada, foreign trade is important not 
only in itself, but also for the ideas 
and stimuli which are by-products 
of trade. The caveat should be kept 
in mind. A little more or less trade 
may not matter much in producing 
this environment which stimulates dy- 
namic growth. The innovation pro- 
cesses may expand or contract the 
“openness” of the Canadian economy. 
But what matters is that an environ- 
ment conducive to rapid innovation 
be produced and the extremes of 
Canadian parochialism are unlikely 
to turn the trick. 


The directions of Canadian trade 
have also assumed importance, from 
time to time, in the past. Our his- 
torians have told us that it was a 
central feature of Canadian political 
policy not to fall completely in either 
the British or the American camp. 
Historically, our international econ- 
omic position supported our interest 
in being in the political middle. In 
the first quarter of this century, two- 
thirds of our exports went to the 
United Kingdom and Western Eur- 
ope, and most of our foreign invest- 
ment capital originated there. Rough- 
ly 60% of our imports of goods and 
services came from the United States. 
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The Commonwealth preference sys- 
tem tended to maintain the size of 
our British trade (both export and 
import) on higher levels than the 
underlying economic situation would 
have dictated. It also brought to 
Canada, and partly to U.S. subsidi- 
aries in Canada, more trade with the 
other Commonwealth countries (Aus- 
tralia, New Zealand, India and South 
Africa particularly) than would other- 
wise have existed. It is a moot point 
whether the geographical pattern of 
our trade, and the stimulus which our 
trade policy gave to that pattern, was 
ever as important to Canada’s politi- 
cal independence as some historians 
suggest. But a measure of the belief 
in the importance of economic to 
political relations is provided by the 
current worries over United States 
domination of Canada, now that the 
bulk of our trading and international 
indebtedness relationships is with the 
United States. 


Canada’s Trade Relations 

For the future, Canada has alter- 
native policies which tend to main- 
tain, increase or reduce the relative 
size of her foreign trade sector. The 
alternatives comprise not only foreign 
trade policy as such, but also internal 
Canadian policies for economic de- 
velopment. Within limits, variations 
in the relative size of a country’s 
foreign trade sector have no import- 
ant direct influence on a country’s 
economic well-being. The real ques- 
tion is whether policies which in- 
cidentally expand the relative size of 
Canada’s foreign trade appear more 
likely to be in Canada’s interests in 
the circumstances that are likely to 
arise, than policies which incidentally 
contract the relative size of Canada’s 
foreign trade. 

What are Canada’s interests? The 
economic objectives appear to be: 





576 THE CANADIAN CHARTERED ACCOUNTANT, DECEMBER, 1961 


(1) to achieve increases in levels of 
living at rates which are approxi- 
mately as high as those achieved 
in the United States and in Wes- 
tern Europe; 


to achieve increases in the size 
of the Canadian population; 

to avoid severe instability in the 
process of economic growth, and 
to achieve reasonable success in 
ameliorating the short-run conse- 
quences of such economic insta- 
bility as will inevitably arise; 

to ease the burdens of adjust- 
ment that attend major changes 
in the structure of the Canadian 
economy. 


To these economic objectives 
should be added one basic political 
objective for economic policy; that is, 
that the pursuit of economic objec- 
tives should not be inconsistent with 
Canadian political independence. 
Canadian protectionism, Imperial 
preferences and an avoidance of com- 
plete economic dependence on a 
single foreign nation have been justi- 
fied partly by this political qualifica- 
tion. 


In looking at foreign trade policy, 
it is important to distinguish between 
primary and subsidiary alternatives. 
At the most general level, Canadian 
foreign trade policy can work vigor- 
ously in the direction of reducing 
barriers to trade, can change little 
on the average, or can move vigor- 
ously in the direction of protectionism 
and increased Canadian self-suffi- 
ciency. Within each of these primary 
alternatives, there are a number of 
subsidiary cases. For example, the 
promotion of more trade and inter- 
national specialization could take the 
form of: (a) joining in some economic 
bloc with the United Kingdom, its 
associates in the EFTA, and/or with 


the EEC; (b) devising some kind 
of preferential reduction of trade bar- 
riers with the United States; (c) 
working actively toward a North At- 
lantic free trade area, or a reason- 
ably close approximation thereto; 
(d) attempting to revive the process 
of general multilateral reductions in 
trade barriers under something like 
the GATT arrangements; and (e) 
pursuing a vigorous piecemeal policy 
of reducing restrictions on trade in 
particular commodities, perhaps with 
particular areas, such as was em- 
bodied in the agricultural implements 
arrangements between Canada and 
the United States. Within a Canadian 
foreign trade policy of essentially pre- 
serving the status quo, there are pos- 
sibilities of limited adjustments within 
the structure of protection. For ex- 
ample, in the report of a recent Cana- 
dian Royal Commission on the auto- 
mobile industry, a suggestion was 
made of extending the Canadian con- 
tent arrangements of the tariff in a 
particular way — the idea being to 
combine some of the attractions of 
increased Canadian specialization and 
trade with what was called the in- 
surance of protection. A vigorous 
general Canadian policy of this sort 
could approximate case (e) above. 
Within the primary alternative of sub- 
stantially increased Canadian protec- 
tion, there are also subsidiary alter- 
natives, including: (a) the abandon- 
ment of the Imperial preference sys- 
tem, leaving other rates alone; (b) 
increased protection against imports 
from the United States, with wider 
margins of Imperial preference; (c) 
across-the-board increases in Cana- 
dian tariff rates, or (d) a selective 
policy of increased protection, i.e. 
selective with respect to commodities, 
but non-discriminatory among coun- 
tries. Increased protectionism can be 
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pursued by increased tariff rates or 
by a variety of administrative de- 
vices. 


A Look at Protectionism 


The primary alternatives of Cana- 
dian foreign trade policy should be 
considered before dealing with any 
of the subsidiary cases. What is the 
general case for substantially in- 
creased, decreased or unchanged 
Canadian protectionism at the pre- 
sent time? Take the protectionist case 
first. This consists, essentially, of four 
propositions. First, to sustain an in- 
dependent Canada, it is necessary to 
reduce Canada’s dependence on 
foreign markets, foreign sources of 
supply and foreign capital. Secondly, 
to achieve full employment for a 
growing population in Canada, it is 
necessary to increase the demand for 
labour in secondary manufacturing; 
jobs in manufacturing are important 
not only in themselves but by induc- 
ing job opportunities in service indus- 
tries. The job opportunities in manu- 
facturing can be substantially in- 
creased by further Canadian pro- 
tection. Thirdly, the cost of increased 
protection of Canadian industry will 
be zero or very small. In support of 
this proposition, two arguments are 
advanced. The first is that an en- 
larged Canadian industry will be able 
to exploit economies of large-scale 
production and would pass on the 
benefits that would so accrue to the 
Canadian people. The second is that 
the climate of investment in capital 
goods and people, and in the acquisi- 
tion and use of knowledge, would 
be improved in Canada by a larger 
protected industry and the growth 
of productivity would be more rapid. 
Fourthly, it is alleged that a more 
self-sufficient Canada would have a 
more stable economy and a greater 
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capacity to cope with such economic 
fluctuations as occur. 


Canada Can Meet Challenge 


The proponents of no increase in 
Canadian protection and, even more 
so, the advocates of freer-trade take 
issue with this case at every point. 
There is no evidence that the general 
story of Canada’s economic relations 
with her principal trading partners 
have been characterized by economic 
warfare. A country which has already 
endured for almost a century, at times 
through considerable adversity, is not 
a frail flower that is going to wither 
away with the first breath of in- 
creased international competition. 
Canada is by no means powerless in 
its relationships with the United 
States, and its power has not been 
reduced by increased United States 
dependence on Canada for industrial 
materials and by American owned 
productive facilities being located in 
Canada where they are subject to 
Canadian laws. If we want full em- 
ployment in Canada, we can achieve 
the objective in many ways. Canada 
is not short of useful tasks of re- 
construction and development. The 
idea of secondary industry funda- 
mentalism has no more merit than 
the agricultural fundamentalism of 
an earlier day. School teachers pay 
the salaries of manufacturers every 
bit as much as manufacturers pay 
the salaries of teachers. The idea that 
increased protectionism would be rel- 
atively costless to Canada is chal- 
lenged by Canadian economists. The 
case of the protectionists rests on 
economies of scale offsetting the short- 
run costs of the tariff, or on protec- 
tion as a stimulator of innovations 
in Canada. However, Canada is no 
longer a small country; for example, 
it has a population two and one-half 
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times as large as Sweden. If eco- 
nomics of large-scale production are 
so great, why are they so infrequently 
exploited in the present market? 
Either they are not as large as people 
tell us, or else they are not exploited 
because of monopoly arrangements 
in Canada. As to a climate to increase 
productivity in Canada, that climate 
can be directly assisted by govern- 
ment policies regarding research, edu- 
cation, finance and taxation. The 
stimulus of international competition 
is more likely to be compatible with 
increased Canadian productivity than 
is a cozy “little-Canada” approach be- 
hind higher protective walls. As Harry 
Johnson has recently pointed out: 
“There are good reasons for believ- 
ing that much of Canadian industry 
could adjust to and hold its own in 
modern international competition”.’ 
Finally, Canada has not been a more 
unstable country, economically, than 
the United States. No reasonable re- 
duction of Canada’s foreign trade sec- 
tor will significantly alter the impact 
of external forces of economic in- 
stability on Canada. Canada’s in- 
terest is in effective domestic policies 
to cope with the instability, and in 
international mechanisms that will im- 
prove Canada’s capacity to live with 
instability. 


Gradual Free Trade Desirable 

The case for a policy of no change 
in the general level of Canadian trade 
restrictions is not entirely without 
merit, though it is essentially a “don’t- 
rock-the-boat” position. Vested pos- 
itions would be affected by substan- 
tial changes in trade policy, and ves- 
ted positions are not to be disturbed. 
The merit of the case is as follows: 
freer trade is desirable if it could be 
achieved gradually, and if it was rea- 
sonably certain to persist in the trade 
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policies of other countries. However, 
having adjusted her economy to a 
freer trade position, with the United 
States for example, Canada might 
be faced with a resumption of foreign 
protective policies in the future. Con- 
sequently, the structure of the Cana- 
dian economy would have to again 
be changed. It may be safer not to 
have loved at all than to have loved 
and later lost. 


One of the main games in discus- 
sions of Canadian foreign trade policy 
today is to find devices which may 
yield some of the benefits of freer 
trade and some of the insurance of 
protection. One approach that has 
been suggested is the commodity-by- 
commodity freeing of North Ameri- 
can trade with the integration of 
North American productive facilities 
for each commodity for which trade 
policy is changed. The attraction of 
the idea is that American and Cana- 
dian companies would, once the in- 
tegration had been achieved, both 
have a vital interest in the continua- 
tion of the freer trade policy with re- 
spect to their particular operation. The 
crucial point is that a substantial 
number of companies must be opera- 
ting on both sides of the border, with 
the operation on one side of the bor- 
der being dependent on that on the 
other side. This situation might pre- 
vail for only a few commodities. Fur- 
ther, in setting up the scheme, there 
would have to be a very strong poli- 
tical hand in business decisions on 
location and integration of operations. 
This administrative barrier might pre- 
clude any significant use of the piece- 
meal free-trade device. Finally, there 
are fears that Canada would even- 
tually lose out under such a scheme. 


1 Harry G. Johnson, “Problems in Cana- 
dian Nationalism”, International Journal, 
XVI No. 3, Summer, 1961, P. 247. 





WHY CANADA MUST TRADE ABROAD 


In the agricultural implements case, 
several writers have pointed out that 
the share of the industry located in 
the United States has increased under 
the free trade arrangements. In the 
course of time, shares are bound to 
shift one way for one industry, and 
other ways for other industries; but 
Canadians might be reluctant to enter 
into an arrangement that did not give 
them some confidence that what they 
consider to be a “fair share” of the 
integrated operations would continue 
to be located in Canada. When one 
comes right down to it, Canadians 
seem to have a deeply-rooted inferior- 
ity complex about the competitive 
capabilities of manufacturing (and 
some agricultural) industries located 
in Canada. And yet, it is difficult to 
see any fundamental locational defect 
of the areas north of Lake Erie, Lake 
Ontario and the St. Lawrence River 
compared with the south side of these 
bodies of water. 


Conclusion 

As far into the future as can now 
be forecast, Canada will have re- 
sources and a climate which tend to 
give her low costs in primary pro- 
ducts and relatively high costs in 
some foods, materials and some manu- 
factured products. The areas of Cana- 
dian choice in trade policy are in 
the realm of developmental policies 
and in choosing, within a somewhat 
limited range, to obtain certain goods 
and services by exporting other goods 
in trade or by domestic production. 
As regards development policies, what 
matters most is that Canada acquires 
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and adapts knowledge effectively; it 
matters less whether that effort be 
directed to programmes which ex- 
pand or contract the size of Canadian 
trade. There is something to be said 
for attaching the development effort 
to those activities in which we have 
some natural advantage on our side, 
but not all effort need be concen- 
trated there. Research activity is one 
of the most underdeveloped features 
of the Canadian economy at the pre- 
sent time; and it should be one of 
the core elements of our develop- 
ment policy. In relation to their sizes, 
small countries such as Sweden, Den- 
mark and South Africa have much 
more intensive research activities than 
has Canada, and with notable suc- 
cesses already to their credit. 


With the right kind of development 
policy, this country should have no 
fears about its ability to compete 
in the world economy. Other coun- 
tries have successful policies; why not 
Canada? It may be that the best de- 
velopment programme in Canada 
would result in some reduction in the 
relative size of the Canadian foreign 
trade sector, or, in other words, in a 
greater Canadian self-sufficiency. But 
let us choose best development pol- 
icies in terms of the economic results 
they will produce in Canadian stand- 
ards of living and growth; not in 
terms of whether they will expand or 
contract Canadian trade as such. Let 
us remember that if Canada is inef- 
fective in promoting economic devel- 
opment, no amount of protection will 
shelter some of Canada’s industries 
from adverse economic trends for long. 





Accounting for 
Charitable Organizations 


C. V. B. CORBET, C.A. 





An wea of the funds handled by 
charitable organizations in Canada 
may be learned from the fact that 
the total objective set by the various 
United Appeals across Canada in 
1960 amounted to some $30 million. 
In addition, the appeals made by 
other national and local organiza- 
tions, varying in both size and pur- 
pose, resulted in a very substantial 
amount of money collected and dis- 
bursed in the name of charity. 


Funds are made available to the 
various organizations by the public, 
either by outright donations, or indi- 
rectly through government and other 
grants. Although many individual 
donations are small, donors are en- 
titled to know that their contributions 
are being used to the best advantage 
for the purpose for which they were 
given. To this end, it is essential 
that adequate accounting systems be 
maintained by charitable organiza- 
tions so that a proper presentation of 
financial transactions may be made 
through the publication of informa- 
tive financial statements. 


The purpose of this article is to con- 
sider some of the problems which 
may be encountered in reviewing or 
installing an accounting system for 
a charitable organization, and in 
maintaining internal control. From 


the nature of the transactions, more 
attention has been paid to the record- 
ing of receipt and expenditure of 
funds than on other accounting as- 
pects. This is equally applicable to 
the control of receipts in fund-raising 
organizations, where problems not 
normally encountered in commercial 
or industrial organizations arise. 


Cash or Accrual Basis? 

Whether or not the accounts are 
kept on a cash or accrual basis will 
depend on the circumstances in each 
case. The use of either is acceptable, 
if it results in the correct recording of 
the transactions for the financial 
period. 


Revenue 

Contributions received with no re- 
striction placed on their use may in- 
clude grants from other organizations 
and/or from local or other govern- 
mental bodies, donations from the 
general public, proceeds from concerts 
or other functions, sale of work, be- 
quests, etc. It is desirable to record 
the funds received from each source 
in a separate account. 

In addition to cash donations, 
pledges for donations to be made in 
the future will be received. Whether 
or not pledges should be included 
in revenue prior to being received is 
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a matter of choice. If so, recorded 
allowance should be made for pledges 
which might be uncollectable for 
various reasons. 


In a number of cases, donations will 
be received in one year for use in the 
following year. Funds so received 
should be recorded in a separate ac- 
count, and not taken into income un- 
til the following year. This treat- 
ment should also be given to pledges 
made in one year where payment is 
not to be made until the following 
year, if it is the practice to record 
pledges as revenue prior to receipt. 


Donors will often specify what use 
is to be made of their donations, and 
it is important that such funds be 
used only as specified. Separate ac- 
counts should be maintained for each 
such use, and donations so received 
recorded in the appropriate account. 
In some organizations, a separate 
bank account is maintained in which 
donations of this type are deposited, 
and this procedure could well be used 
in all cases to avoid any possible use 
other than for the specified purpose. 


Expenditures 

In certain organizations, mainly 
charitable foundations, amounts are 
given or bequests made for invest- 
ment with only the income therefrom 
to be used for general purposes. In 
these cases, also, the funds received 
should be recorded so that the wishes 
of the donors may be complied with. 


Miscellaneous income will include 
income from sources such as invest- 
ment income and, in some cases, fees 
charged for services rendered. These 
should be recorded in appropriate ac- 
counts. 

As expenditures are made from 
contributed income, it follows that 
there should be sufficient information 
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in the accounts to clearly show the 
use of funds contributed. To this end, 
it is desirable to record expenditures 
according to their nature. In an 
article appearing in the Journal of 
Accountancy of July 1957, it was 
recommended that the allocation of 
the various costs and expenditures be 
by function, including social service, 
public information and _ education, 
administration, fund-raising and pay- 
ments to affiliates. 


The nature of each function is evi- 
dent from its description. While in 
many organizations all functions will 
not apply, in almost all cases an allo- 
cation of expenses between some 
functions will be required. For 
example, the expenses of a fund-rais- 
ing campaign, including salaries, ac- 
counting, etc. should be charged as 
such, even though the work is done 
by regular employees and the costs 
would otherwise be charged to ad- 
ministration. Other examples of ex- 
penses which might require alloca- 
tion are rent and other building costs, 
stationery and office supplies. How 
the allocation should be made will de- 
pend upon the circumstances in each 
case, but it could be determined on a 
time, usage or other basis, depending 
on the nature of the particular item. 
It is usual in a number of organiza- 
tions to treat the purchase of office 
equipment etc., where the amount is 
not too material, as an administrative 
cost. This treatment has the advant- 
age of showing the balance of cash 
available for the charitable objects of 
the organization and, for this reason 
alone, objection cannot be taken. 


Keep Accounts Separate 

The recording of material capital 
expenditures can be done in several 
ways. Where funds for capital pur- 
poses are required, it is usual for a 
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special campaign to be held to raise 
such funds. Contributions received 
are for a specified purpose, and 
should be recorded separately as in- 
dicated above. As expenditures are 
made, they can be charged either to 
an asset account, if it is thought de- 
sirable to record the cost of the asset, 
or to the special receipts account if 
the asset is be recorded at a nominal 
value only. In cases where a special 
campaign is not carried out, an ap- 
propriation may be made from gen- 
eral funds with the amount thereof 
being credited to a separate account 
with the subsequent transactions be- 
ing recorded as already described. 
In some cases, expenditures are made 
from general funds with no appropri- 
ation. If this procedure is followed, 
the expenditures will not appear in 
the statement of revenue and expen- 
diture, unless the asset is to be shown 
at nominal value, but will be reflected 
as an increase in the relative asset 
account. 


Whether depreciation is recorded 
appears to be a matter of choice. As 
depreciation of fixed assets of a charit- 
able organization is not a cost of the 
same nature as it would be in a com- 
mercial or industrial concern, there 
is not the same need to provide for 
it. 


Again, as expenditures are made 
from contributed income, expenses 
should be kept to as small a pro- 
portion of revenue as possible, having 
regard to the size and nature of the 
organization, to enable the greatest 
use of the funds for charitable pur- 


poses. 


Many of the aspects of internal 
control relative to the accounting pro- 
cedures of a charitable organization 
are similar to those of any business, 
and are not dealt with in this article. 
The main problem is control over do- 
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nation receipts. The problem is to 
ensure that all donations are reported, 
as well as recorded, correctly. This 
arises mainly in fund-raising organi- 
zations which make use of a large 
number of volunteer canvassers and 
office workers. The initial step to be 
taken is organization and education. 
The canvassing groups are usually 
broken down into divisions, teams, 
and individual canvassers, with a 
chain of communication originating 
from the organization headquarters. 
In addition to this, training sessions 
on various levels may be held and in- 
structional literature _ distributed. 
While this involves a great deal of 
work, the results would appear justi- 


fiable. 


Control Over Donations 

In the control over donations in 
many such organizations, a prenum- 
bered, three-part card is used. One 
part of the card is used for control 
purposes and shows the person to 
whom the card is issued, and is de- 
tached at the time of issue. The sec- 
ond part is filled in with the name 
and address of the prospective donor, 
and often gives a history of past giv- 
ing. When completed, this part forms 
the subscription or pledge card. The 
third part of the card is used as a re- 
ceipt to be given to the donor if an 
immediate donation is made. A 
group of cards (usually including a 
supply of blank cards) will normally 
be issued to a team captain who is 
then responsible for their distribution. 
to the members of his team. When. 
the canvass has been completed, the. 
team captain is responsible for the re- 
turn of the cards, the agreement of 
the amounts shown thereon as cash 
donations and the cash collected, and’ 
the return of both to the campaign. 
headquarters. 

















This procedure is suitable for cam- 
paigns directed only to the members 
of a particular organization, to 
“special list” donors in a general cam- 
paign, or to business concerns and 
their employees. 


In a general house-to-house can- 
vass, the preparation of cards is time 
consuming and, as an alternative to 
the cards, duplicate receipt books are 
often used. The procedures are simi- 
lar in that the book numbers are listed 
prior to delivery to the team captain 
for control purposes. The duplicate 
receipt is a card which is later used 
as a subscription or pledge card, de- 
pending on the nature of the dona- 
tion. 


Other Areas Needing Control 

Fund-raising campaigns by means 
of tag days, apple days, etc. also re- 
quire a good deal of organization, al- 
though the clerical work is less, as 
receipts are not issued. The problem 
of control is one of distribution to 
canvassers of cans or boxes, and their 
subsequent collection with adequate 
facilities for the counting of the do- 
nations made. 

The procedures described are not 
perfect, and will not give protection 
against falsification through the re- 
cording of different amounts on the 
receipts and the cards. However, the 
majority of people who canvas do so 
from a sense of responsibility, and 
while some losses may occur, the ma- 
jority of differences are probably 
caused through errors. While can- 
vassers may work in pairs in smaller 
organizations, which gives added con- 
trol, this is not always practicable due 
to insufficient numbers. 

Another area where control may be 
lacking is in the accounting for re- 
ceipts from ticket sales and pro- 
gramme advertising sales for concerts, 
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or other forms of entertainment. The 
lack of control is usually due to in- 
sufficient organization and education 
of volunteer workers. The use of pre- 
numbered tickets and the preparation 
of ticket sales reports are a necessity 
for the proper accounting for receipts 
from ticket sales. In the same way, 
advertising sales reports should be 
such that they will agree with the 
total number of pages of advertising 
sold, both as to space and amount. 
Payment for advertising is often de- 
ferred until the programme appears, 
so that provision must be made in the 
reports to ensure that information is 
available to render bills to the adver- 
tisers in such instances. Both these 
activities are often carried out by 
committees set up for the purpose. 
On occasion, the expenses of the com- 
mittees will be paid from the sale 
proceeds. As an aid to accounting for 
the receipts, the use of accountable 
advances to cover expenses and the 
deposit of cash receipts intact is 
desirable. 


Reports Are Helpful 

A well devised system of reports, 
properly prepared and analyzed, is of 
great value as a means of control to 
the management of any business. This 
applies equally to the executive or 
board members of a charitable organ- 
ization, particularly when the indi- 
viduals concerned are not likely to be 
as close to the day-to-day transactions 
as in their own businesses. 


The reports should include finan- 
cial statements made up on a periodic 
basis showing, not only the results of 
the transactions of the month or 
period, but cumulative totals to date. 
The value of the financial statements 
can be greatly increased if compara- 
tive figures for the previous year are 
also given, as well as the budgeted 
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amounts for each item of revenue and 
expenditure. 

The use of a budget as a control 
device is of some importance in a 
charitable organization. In many 
cases, the budgeted expenditure 
serves not only as a control, but as a 
means of determining the amount of 
grants to be received from other or- 
ganizations. 


Financial Statements 


Annual financial statements are not 
only for the use of the organization 
itself, but for the information of the 
contributing public. The form of 
statement to be used will vary ac- 
cording to circumstances. For any 
organization operating on an accrual 
basis, or where substantial assets are 
held (pledges receivable, investments, 
etc.), a balance sheet should be in- 
cluded. 

As already indicated, certain funds 
received will not be recorded as in- 
come for general use. These will in- 
clude the unexpended balance of 
donations given for special purposes, 
and funds received or pledged in 
one year for use in the following 
year. The amounts of both these items 
should be shown separately on the 
balance sheet and, in the case of 
donations for special purposes, the 
amount should be offset by a contra 
asset account and supported by a 
schedule showing the year’s transac- 
tions in the account or accounts main- 
tained to record such funds. The 
balance sheet will also show the ac- 
cumulated excess of revenue received 
for general purposes over expendi- 
tures. 

The income statement should show 
the amounts by source for revenue 
received, on which there are no res- 
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trictions as to use, and the related 
expenditures in sufficient detail so 
that a fair presentation can be made. 

For organizations operating on a 
cash basis with little or no assets 
other than cash, a balance sheet need 
not be prepared. In these cases, a 
statement of receipts and disburse- 
ments can be given, and the differ- 
ence between the two should agree 
with the increase or decrease in the 
assets between the beginning and the 
end of the year. Where donations for 
special purposes are received, the re- 
ceipt and use of those funds should 
be given as a separate statement and 
the unexpended balance, if any, 
shown as being represented by cash 
on deposit, investments or other as- 
sets. 


Conclusion 

An accounting system for a chari- 
table organization should be designed 
with the following main purposes in 
mind: 

1. To give to the executive or 
board members sufficient timely 
information to enable them to 
act should any variation occur 
between actual and budgeted 
results. This is particularly true 
of disbursements for expenses 
which should be kept to a mini- 
mum. It must be recognized, 
however, that an accounting 
system, of itself, will not give 
complete control over receipts, 
due to their nature. 


. To afford a means of protec- 
tion to the contributing pub- 
lic against irregularities ‘ and, 
through the publication of finan- 
cial statements, to inform donors 
how their contributions were 


used. 





Organization Charts and Manuals 





JAMES W. SIMPSON 





THE DEVELOPMENT and maintenance 
of a proper organization is one of the 
most important tasks of top manage- 
ment. Without proper organization, 
the people employed by the business 
and responsible for its operation can- 
not perform to the best of their skills 
and abilities. Without good organ- 
ization, the physical assets of a busi- 
ness cannot be used efficiently; and 
no business, government, association 
or agency can hope to achieve its long 
range goals if it lacks organizational 
planning in depth. 

In the beginning, almost every en- 
terprise revolves around a single per- 
son or, at most, several key people. 
Then growth begins, and with growth 
comes complexity. Decisions, once 
simple, become more complicated as 
they involve more people and more 
functions. 

So the management practices of a 
small group must give way to a broad 
delegation of responsibilities. The 
definition and assignment of these 
responsibilities can best be accom- 
plished by the use of such tools as 
organization charts and job descrip- 
tions. These, in turn, provide a basis 
for the exercise of necessary manage- 
ment controls. 
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Criteria for Control 


There are three criteria for good 
control, (1) Flexibility, (2) Objec- 
tivity and (3) Clarity. 


Flexibility 

Every company or enterprise must 
tailor its own organization chart to 
its own particular needs. It cannot 
be purchased off-the-shelf. For in- 
stance, a change in top management 
within a given organization usually 
requires a noticeable change in 
methods and goals of control. Flexi- 
bility is needed because people must 
make controls work, and no two 
people work in the same way or at 
the same pace. 


Objectivity 

While the development of a good 
system of organization and organiza- 
tion charting need not necessarily be 
done by outside counsel, it is gener- 
ally a good idea to have someone of 
this type to at least evaluate the plan 
before putting it into operation. This 
is to avoid the common occurrence of 
setting up a chart or system which 
reflects only the thinking of the man 
or groups who have been assigned to 
do the job. Often, internal groups 









586 


tend to be too close to their individual 
situation to be able to see the organ- 
ization as a whole. Any chart will be 
influenced by the personality and 
characteristics of the management 
people who put it into operation. This 
type of influence often ends in sub- 
jective considerations. 


Clarity 

A good system of controls or chart- 
ing must be clear, beyond doubt, or 
it cannot work. One of management's 
greatest difficulties results from ob- 
scurity in the definition of responsi- 
bilities and job content. Confusion 
here breeds company politics, permits 
“empire building” within the organi- 
zation frame-work, and encourages 
errors without the possibility of fixing 
responsibility. It also leaves people 
without leadership. It is true that 
some organizations have apparently 
been able to live through a lack of 
clear management controls because 
of the dominant personality of the 
chief executive. But later these have 
often proved to be “management 
shells” — or the transition to more 
normal management procedures has 
been extremely costly when the 
“dominant manager” leaves the scene 
for one reason or another. 


Basic Elements of Control System 

Before examining some of the 
more familiar tools for organization, 
it might be a good idea to list some 
of the elements which are so neces- 
sary to achieve results. 


(1) A plan must be created. Funda- 
mentally, this means that before 
an attempt is made to do any 
charting or to use any aids, there 
must be a plan which provides 
the various echelons of both cor- 
porate and divisional manage- 
ments with a clear concept of the 


(3) 
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present job at hand and the job 
in the immediate future. To this 
must be added a sense of direc- 
tion for the attainment of long 
term objectives. 


A sound organization structure 
must exist to carry out the plan, 
long and short range. Properly 
constructed, it should pinpoint 
responsibility and create the 
chain of command necessary to 
carry out the corporate pro- 
gramme. Since slight vagueness 
at the top will reflect wide con- 
fusion in the ranks below, an or- 
ganization plan starting with top 
management is the primary step. 
The main elements of the or- 
ganization plan must be: (a) a 
well-defined organization struc- 
ture; (b) a clear definition of job 
responsibility; and (c) explicit 
chain of command. To be of sig- 
nificant value, an organization 
chart should fully link general 
corporate management with the 
management of each division. 
And, while an_ organization 
chart defines the chain of com- 
mand, it requires written job de- 
scriptions in order to be fully ef- 
fective. 


To bring a control system to life, 
operating policies based upon 
calculated action as opposed to 
simple expediency must be de- 
vised and transmitted. Policy 
manuals are little more than 
enunciations of company goals, 
its intentions, or limitations on 
activities in certain specific areas. 
There are some good rules to 
follow about policy manuals 
which bear repeating. They must 
be (a) in writing, (b) realistic, 
(c) broad in scope, (d) given 
top level approval, (e) given 
wide distribution, (f) flexible. 
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(4) To make a control system work- 

able, there must be adequate 
delegation of authority, giving 
the people selected to carry out 
specific activities. Division heads 
must be given clear cut respon- 
sibility and authority to handle 
affairs largely on a proprietary 
basis, while general management 
should be free to devote attention 
to problems involving direction of 
the business as a whole. This 
must be accomplished through a 
uniform means which strikes a 
balance between authority and 
limitations on authority to act. 
Often, written delegations of 
authority are contained in policy 
manuals. 
Administrative procedures must 
be kept up to date and an ef- 
fective means must be set up to 
see that these procedures are fol- 
lowed. Wherever the power to 
act is restricted, there must be 
substituted a means for action. 
If a person is told he cannot act 
independently, this does not eli- 
minate the need for action. In 
every case, therefore, delegation 
presupposes clearly - established 
administrative procedure. 


Charts, Manuals, Graphs 


Having set up the basic elements 
and groundwork for good organiza- 
tion and control, let us outline a new 
method of charting that is simple 
and yet seems to answer all of the 
basic requirements for good control. 
Before doing this, however, let us 
examine some of the well-known pro- 
cedures and charts which have been 
long established. 


Almost everyone is familiar with 
the conventional and traditional Or- 
ganizational Flow Chart (see Fig. 1). 
With variations, it has been used for 
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many years and will, no doubt, con- 
tinue to be used. It is fine for estab- 
lishing chain of command and, taken 
a step further, it establishes and de- 
lineates line and staff functions. (In 
Fig. 2 the Flow Chart is expanded to 
its full potential. ) 


There has always been doubt, how- 
ever, that the conventional flow chart 
really does the job it is supposed to 
do. This doubt has been building up 
as organizations have become larger, 
more complex and more dependent 
upon “pooled brainpower” or com- 
mittee management discussion. 


One of the ways that management 
has been able to overcome the de- 
ficiencies of the conventional organ- 
ization chart is to back it up with 
manuals, such as: 


a) Policy manuals in which general 
directives are provided as guides 
for administrative action. 


Organizational manuals which 
supplement the organization 
chart. These range from_ brief, 
general comments into detailed 
procedural write-ups covering the 
many areas requiring administra- 
tive action. 


Procedural manuals or standard 
practice instructions which sup- 
plement the smaller organization 
manuals and flow charts. 


Manuals of position descriptions 
which provide basic information 
on job content. 


Linear Responsibility Charting 

A number of years ago, a Nether- 
lands management consultant, Ernst 
Hijmans, tired of the complexities of 
organization manuals, devised a sim- 
plified charting method which pro- 
vides most of the material so neces- 
sary to set up sound management 
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DEFINITION OF SYMBOLS 
FOR LINEAR RESPONSIBILITY CHARTING 


Work is Done — This means that the activity described is actually per- 
formed by the individual or group designated. 

General Supervision Over Work Done — This type of supervision in- 
volves the important aspects of planning, delegation and control of the 
activity described. It is more in the nature of administrative work where 
hour-to-hour direction is neither practical nor proper. 

Direct Supervision Over Work Done — At senior administrative levels, 
this type of supervision signifies direct participation by the individual 
supervising in the activity being performed. It should almost be con- 
sidered as a work-is-done symbol for the person supervising when he and 
his subordinate participate jointly in an activity on an across-the-table 
basis. At lower administrative levels, this smybol signifies “close” super- 
vision; more in the nature of an hour-to-hour check on the activity as 
carried out by the subordinate. 

Supervision With Co-ordination — When two or more individuals or 
groups must work co-operatively on the same or on a similar activity, and 
when it is necessary to bring about a unified approach to the activity 
described, then the person responsible for the co-ordination is marked with 
this symbol. One of the uses of this symbol is to indicate the role of a 
chairman of a committee in co-ordinating the joint activities of the com- 
mittee members. 

Another common use of this symbol is to portray the role of a comp- 

troller in the preparation of a company budget. Although he is not res- 
ponsible for preparing individual departmental budgets, he lays down 
the framework to be followed and is responsible for drawing together 
the individual budgets for submission to top management. Thus, he super- 
vises — with co-ordination, the budget preparation performed by the de- 
partment heads. 
Decision on Points Specially Submitted — The first and most common 
use of this symbol is to indicate extensive delegation by a superior to a 
subordinate. The supervisor, marked with this symbol, would delegate 
almost complete authority to the subordinate with respect to the activity 
described. Only occasionally would the subordinate refer the matter up 
for the decision of the supervisor. 

A second use for this symbol involves decision making where a 
specialist or specialized group must be approached for technical advice. 
The advice of the specialist must be followed. 

Person Must be Consulted — Before a decision is made or action is taken, 
the person or group marked with this symbol must be, and has a right 
to be, consulted. His/their opinion must be heard, though it need not be 
followed. In addition, it should be noted that this symbol also infers that: 
1. The person/group so marked has a duty to contribute when consulted. 
2. The person/group so marked is notified automatically after action is 

taken. 

Person Must be Notified — Upon making a decision or taking an action, 
the individual/group marked with this symbol must be advised. Knowl- 
edge of the action or decision will be of assistance in carryng out his/their 
responsibilities. 

Person May be Called on for Exchange of Views — This is self-explanatory. 
The emphasis is on “may”. There is no need to consult, or right of con- 
sultation. This symbol also infers automatic notification after action is 
taken. The symbol should be used only where it is logical to expect a 
probable benefit from the exchange of views. 
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controls. It is called Linear Respon- 
sibility Charting and compacts within 
the limits of a sheet of graph paper, 
most of the information that normally 
requires many pages of organization 
manual and job description write-ups. 


Merely condensing a lot of informa- 
tion into a small space does not, of 
course, necessarily make it easier to 
comprehend. But the virtue of the 
new type of chart is that it presents 
information in visual rather than verb- 
al form, making good on the fabled 
Chinese picture so often said to be 
worth 1,000 words. 


It can be used advantageously by 
management, since it affords the op- 
portunity to quickly scan and assess 
the actual relationships that exist be- 
tween an operating group’s em- 
ployees, their functions and _ their 
workloads. 


What the Linear Responsibility 
Chart is, and how it presents its in- 
formation, is best understood by look- 
ing at a typical chart and at the 
definitions of the charting symbols 
on pages 590 and 591. 


In its basic form it uses eight sym- 
bols, as shown, to indicate eight rela- 
tionships that may exist between any 
position in an organization and any 
activity or piece of work with which 
the position may be associated. 


In essence, LRC is a graphic me- 
thod of analyzing and recording: (a) 
organizational structure and relation- 
ships; (b) job content and functional 
operating responsibilities and au- 
thority. 

It visually portrays both the res- 
ponsibility for work done, and the 
procedure to be followed in taking 
action and in decision-making. It 
clearly designates all the positions in- 
volved in the action or the decision, 
and the contribution or relationship 
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that each person has in the particular 
function involved. 


As with conventional organization 
charts, the company organization is 
described by a series of charts: a 
top management chart, sales depart- 
ment chart, branch sales district chart, 
production department chart, finan- 
cial department chart. 


On most other types of organization 
charts, one sees the man’s name, his 
department and to whom he is res- 
ponsible. The duties that he performs 
are a separate set of instructions, usu- 
ally outlined in a procedure manual. 
With the Linear Responsibility Chart, 
the man’s duties, what he is respon- 
sible for and to whom he is respon- 
sible are clearly visible. 


As a replacement or supplement, 
LRC has a great many uses whereby 
time and money can be saved. It can 
also pinpoint organizational situations 
that need study. 


The following are some of the uses 
to which LRC has been put: 


1) To simplify and speed up the mak- 
ing of a management audit 
Through use of this charting tech- 
nique, analysis of what is now 
going on can be clearly portrayed. 
Such an analysis will quickly point 
up inconsistencies in the delega- 
tion of responsibilities; unbalanced 
jobs in terms of workload and 
class of work done; the effective- 
ness of channels of communication 
— whether or not the right people 
are consulted or informed in res- 
pect to each function or activity; 
the adequacy of operating methods 
and procedures; excessive adminis- 
trative overhead, such as too many 
executives involved in decision- 
making, cumbersome procedures, 
“red tape.” 
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2) To simplify executive control and 
speed executive decisions 
The executive wishing to pinpoint 
responsibility for something that 
has gone amiss does not want to 
shuffle through many pages of an 
organizational manual every time 
the need occurs. With LRC, he 
will find it simple to check res- 
ponsibility on a single chart that 
can be kept in his desk. 


To spot organizational errors, and 
to make them easy to correct, by 
making their faultiness obvious to 
everyone concerned 


To facilitate changes in assign- 
ments of duties and authorities 
when a change in leading per- 
sonnel occurs 

Because a new top man usually 
handles his job differently from 
his predecessor, taking on respon- 


sibilities formerly assigned to 
others and delegating some things 
formerly retained, a shift in the 
work of lower-ranking manage- 
ment is usually required. This is 
the point at which maintenance of 
an unwieldy organization manual 
is first apt to break down. With 
responsibilities and authorities re- 
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corded visibly, as in LRC, the 
necessary changes are easy to 
make. 
To realign tasks when activities 
are expanded or contracted be- 
cause of varying business condi- 
tions 

6) To check whether a given execu- 
tive is putting too much time or 
effort into unnecessary or routine 
activities 

7) To compare methods and opera- 
tion of similar departments in a 
multi-plant operation 


Conclusion 

Organization charts and manuals, 
prepared either in conventional form 
or through the use of LRC, are in- 
tended to act as a management road- 
map of responsibility, and as a refer- 
ence point on matters of administra- 
tive procedure. 

In providing this, we believe that 
Linear Responsibility Charting can 
prove to be a most useful approach 
for analyzing, improving and adminis- 
tering a company’s operations. It is 
no panacea. However, it can be one 
of the best organizational tools to 
supplement management that has 
emerged in recent years. 





Budgetary Control 
for the Smaller Company 


EARLIER ARTICLES in this series have 
stressed the value of budgets to the 
small business. The costs of operat- 
ing a system of budgetary control will 
be recovered in increased profits only 
to the extent that it is effective. The 
best budget will be a waste of money, 
or an actual deterrent to efficient op- 
erations, if not properly used. 

An effective system of budgetary 
control involves three major steps: 
1. Establishing the budget which in- 

volves the preparation and adop- 
tion of a realistic forecast of the 
operations of a business or com- 
pany for a specific future period. 

. Comparing actual results with 
budget which involves both a com- 
parison of the forecast with act- 
ual results, item by item, and a 
determination of the causes of the 
variances of actual from the fore- 
casted operations. 

. Acting on variances which in- 
volves taking action to correct un- 
favourable variances and to ex- 
ploit favourable ones. 


Establishing the Budget 
First Rounp 


As a first step, various department 
heads should be asked to estimate 
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sales, controllable costs and expenses 
of their particular departments. These 
estimates should be made for each 
fiscal year, prior to its commence- 
ment. The key item is the sales fore- 
cast in units and dollars. From this 
forecast, many of the estimated ex- 
penditures, i.e. cost of sales, sales 
commissions, etc., will be calculated. 
In no case should department heads 
be required to estimate expenses 
which are not definitely under their 
control. A simple and_ effective 
presentation is to list such non- 
controllable expenses as insurance, 
depreciation, municipal taxes and rent 
under the heading of non-controllable 
expenses, and in a separate section 
of the financial statements used for 
budgetary control. 

In order to assist the various de- 
partment heads in preparing their 
estimates of sales, costs and expenses, 
the person (generally the accountant) 
assigned to supervise and consolidate 
the required forecasts should provide 
them with analyses of past figures on 
a comparable basis, and should co- 
ordinate their efforts so that, where 
one department's costs are based on 
the volume of activity of another de- 
partment, a reasonable estimate can 
be made. For example, the labour 
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cost of the shipping department will 
be affected by the volume of sales. 


After this preliminary information 
has been assembled, the accountant 
will consolidate it, bringing together 
the revenues and expenses for the 
year — broken down by months and, 
in the case of sales and cost of sales, 
the volume or units involved. Being 
the result of several individuals’ sep- 
arate estimates, the consolidation 
will seldom be realistic and, general- 
ly, will be full of inconsistencies. 


But this is only the first of several 
rounds. If these figures are accepted 
as the budget for the year, one of the 
greatest uses of budgeting is lost. At 
this point, a budget committee or the 
general manager must appraise the 
result, and decide what amendments 
are necessary in order to produce a 
realistic and profitable target for the 
year ahead. 


SECOND RounpD 

If the expected volume of sales ex- 
ceeds the ability of the business to 
finance the required inventories and 
receivables, the budget is only prac- 
ticable if it is possible to introduce 
new capital or obtain additional 
credit. If neither can be done, then it 
will be necessary to “recut the coat 
to fit the cloth”. 


In many more cases, while the firm 
may be able to operate within the 
budget, the net profit projection may 
not be satisfactory. In appraising the 
expected results, the budget com- 
mittee should ask itself such questions 
as: 

1. Does the net profit for the year 
provide a reasonable return on the 
capital employed? 

2. If the indicated profit is higher 
than is necessary to provide a fair 
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return on capital, what assurance 
is there that the forecasts have 
been thoroughly checked to assure 
that some substantial expense has 
not been omitted? 


. If a loss or an abnormally low 
profit is indicated, how can this 
be corrected? Is the company 
trying to expand too quickly? Are 
there expenses which can be re- 
duced? Should some low profit 
lines be dropped and the sales 
effort diverted to more profitable 
ones? 


. What provision in the overall fore- 
cast should be made for con- 
tingencies and major repair ex- 
penditures? 


This review by the budget com- 
mittee is the planning function of a 
budgetary control system. It is a 
positive function and should be car- 
ried out to decide what the business 
can and cannot achieve. 


THIRD AND FourtH Rounps 

After the budget committee has 
made its decisions, the proposed 
changes should be explained in de- 
tail to the department heads and their 
support assured. Then, based on 
these decisions, revised estimates will 
be submitted by them to the account- 
ant and consolidated to form a re- 
vised budget. 


Just as with the preliminary one, 
the budget committee will review the 
revised budget. If it is satisfactory, 
the committee will approve it as the 
firm’s budget for the ensuing year. 
In many cases, of course, the revised 
budget will be found to be unsatis- 
factory in certain respects and further 
revisions will be necessary — in each 
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case, after consultation with the de- 
partment heads. 


It should be remembered, how- 
ever, that these final revisions are only 
setting a target of performance 
which will never be perfect. Rather 
than seek perfection, it is more im- 
portant that the budget be accepted 
by all concerned, prior to the com- 
mencement of the fiscal year, so that 
control will be immediately oper- 
ative. When it is accepted, manage- 
ment will be provided with a fore- 
cast showing expected revenues and 
expenses for each month of the year, 
and for the year as a whole. Each 
department head will be supplied 
with an estimate of the sales or ex- 
penses for which he is responsible. 
These will be a guide to him in the 
day-to-day decisions he must make 
and, because he participated in estab- 
lishing the goals, he can be expected 
to account for variations between 
them and the actual results. 


The Cash Budget 


Most smaller companies start their 
budgeting experience by charting 
their expected revenues and expenses. 
This is known as an operating bud- 
get, and is a valuable aid to profit. 
But profit may not be the only thing 
that needs to be controlled. One 
problem which is common to the 
majority of small companies is that 
there is a limited amount of cash 
available to finance operations. Pay- 
rolls and suppliers’ invoices must be 
paid, and even a temporary inability 
to meet these obligations results in 
embarrassment, loss of goodwill and, 
in some cases, bankruptcy. To know 
how the company can meet its liabili- 
ties, a cash budget should also be 
prepared. 


The cash budget is a direct by- 
product of the operating budget and 
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its purpose is to enable management 
to estimate the amount of cash which 
will be on hand and available from 
month to month. In order to achieve 
this purpose, it is necessary to fore- 
cast cash receipts and disbursements 
by months over the period to be 
covered. By forecasting cash receipts 
and disbursements in this manner, the 
net figure for each month represent- 
ing either net receipts or net disburse- 
ments, when added or subtracted 
from cash on hand at the beginning 
of each month, will indicate cash on 
hand at the end of each month. 


The preparation of the cash budget 
normally falls on the accountant of 
a company who uses, as the basis for 
his forecasts, the figures for sales, cost 
of sales, etc., which have been incor- 
porated in the company’s operating 
budget. In preparing the cash re- 
ceipts section of this budget, the ac- 
countant will apply past collection 
history and experience to sales as 
budgeted in order to determine when 
cash will be received. Similarly, by 
application of the company’s practice 
with respect to payment of suppliers’ 
invoices and by taking into considera- 
tion dates of payment for payrolls, 
municipal taxes, insurance, income 
taxes, proposed capital expenditures, 
etc., he will arrive at estimated dis- 
bursements for each month. An 
effective forecast of cash receipts and 
disbursements, of course, cannot be 
made unless a detailed forecast of 
sales, cost of sales and other ex- 
penses is used as the base for the 
calculations. 


Upon completion of the cash bud- 
get, the details of cash available by 
months should be studied carefully by 
the budget committee. If, during 
the course of this study, it is realized 
that cash required for budgeted op- 
erations and for proposed capital 














expenditures will not be available 
without additional borrowing, then the 
cash budget, together with the operat- 
ing budget, form a useful instrument 
in discussions with bankers and other 
lending institutions. If additional 
cash cannot be raised by borrowing, 
then it may be necessary for the com- 
pany to alter the time of proposed 
purchases, etc., so that payment for 
such items may be more readily met. 


Modified and Long Term Budgeting 


So far, we have limited our discus- 
sions of budget preparation to one 
annual budget. In any business, how- 
ever, conditions may change from 
month to month and, when large vari- 
ances occur between actual and bud- 
get, management should consider why 
they have arisen and what their effect 
will be on the future budgeted peri- 
ods. If it appears that conditions 
have changed substantially since the 
preparation of the budget, and if such 
changes are the result of circum- 
stances over which management has 
no control, then the remaining peri- 
ods of the budget should be changed. 
An example of conditions over which 
management has no control would be 
seasonal, or style, trends which are 
almost impossible to forecast a year 
in advance. 


In order to facilitate forward plan- 
ning, some small companies add a 
new month to their budget each 
month-end, immediately after review- 
ing the variances of the current 
month. Thus their budget always 
covers a yearly period. 


Even adjusted annual budgets have 
their limitations. Business decisions 
are often made for the long-term, 
and their effect cannot be reflected in 
one year. Some progressive smaller 
businesses, 


therefore, supplement 
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their annual budgets with a five-year 
forecast. The same operational pro- 
cedures are followed as in preparing 
the annual budget except that, neces- 
sarily, some of the detail is consider- 
ably condensed. The use of a five- 
year budget is to force planning be- 
yond the narrow limits of one year 
for, before the budget committee can 
approve any such forecast, it must 
first make long-term plans for the 
firm. The five-year budget will show 
the anticipated results of these plans. 
If these long-term policy projections 
do not appear attainable in the light 
of actual results and immediate fore- 
casts, they should be adjusted accord- 


ingly. 


Comparisons with Actual 

After a budget has been approved, 
a comparison of actual with the bud- 
get figures for the month, and for the 
year to date, should be shown on the 
monthly statements. This permits the 
application of the practice of “man- 
agement by exception”; that is, man- 
agement can devote its attention to 
the abnormal and need not concern 
itself with what is proceeding accord- 
ing to plan. 

An example of a summary state- 
ment of profit and loss showing bud- 
get comparison is set out on the next 
page. This summary is supported by 
detailed schedules showing an anal- 
ysis of the various figures. 

The statements included in this 
article have been simplified for pur- 
poses of illustration. Seldom, in actual 
practice, will so many actual figures 
approximate budget. 

From this statement it can be 
seen that, in June, profits before 
taxes were $7,053, compared to bud- 
geted profits of $5,020 — an increase 
of $2,033. The gross profit ratio has 
increased from the budgeted ratio of 
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ABC Company Limited 
Statement of Profit and Loss 
June 1961 


Current Month 6 months to date 
Actual Budget Actual Budget 


$100,596 $102,100 Sales $622,876 $625,800 
73,758 76,150 Cost of sales 466,077 468,100 


$ 26,838 $ 25,950 Gross _ profit $156,799 $157,700 


Less: 
$ 13,760 $ 14,820 Selling Expense $ 93,786 $ 91,610 
6,025 6,110 Administrative expense 35,871 36,040 


$ 19,785 $ 20,930 $129,657 $127,650 


$ 7,053 $ 5,020 Operating profit $ 27,142 $ 30,050 
2,000 Taxes on income 8,700 10,800 


$ 3,020 Net profit $ 18,422 $ 19,250 


25.4% % Gross profit to sales 25.2% 25.2% 


4.9% % Gross profit to sales 4.4% 4.8% 
3.0% % Net profit to sales 3.0% 3.1% 


25.4% to $26.7% — an increase of 1.3%. With regard to Product A 
Administrative expenses are approx- ] Actual sales by units for the month 
imately as budgeted, while selling ex- are approximately as budgeted. 
penses have decreased from budgeted 9 Actual sales by dollar value for 
by approximately $1,060. A_ hasty the month are $12,261 in excess of 
examination of these facts could lead budget. 
one to presume that the increase in : 
profit for the month is due to an in- With regard to Product B 
crease in selling price of the com- 1. Actual sales by units for the month 
pany’s products, resulting in reduced are considerably less than bud- 
but more profitable sales, supplement- geted. 
ed to some extent by reduced selling 2. Actual sales by dollar value for 
costs resulting from the reduction in the month are $39,635, as com- 
sales volume. pared to budgeted dollar sales of 
. [ $53,400 — a reduction of $13,765. 
pearenee, imcaing: 2: sporting The reduction in actual sales, both 
detailed analysis of sales, further in- ~ b : d doll ead 
formation is shown on page 599. y — eee See net 
pag entirely attributable to sales in the 
From this the following is ap- prairie provinces and in British 
parent: Columbia. 
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ABC Company Limited 
Sales 
June 1961 


Dollar value 
6 months to date 


Current month 
Dollars 


Units 


Budget 
2,525 
4,900 
7,325 
7,100 
2,500 


24,350 


5,200 
10,750 
16,100 
16,500 

4,850 
53,400 


Actual 
$ 6,400 
12,062 
18,812 
17,000 
6,687 
$ 60,961 


$ 5,070 
10,286 
14,980 
7,045 

2,254 

$ 39,635 


$100,596 


Budget 


$ 5,050 
9,800 
14,650 
14,200 
5,000 


$ 48,700 


$ 5,200 
10,750 
16,100 
16,500 

4,850 

$ 53,400 


$102,100 


Additional information made avail- 
able from product analysis has re- 
vealed the following gross profit ratios 
for the month of June 1961. 

Having reviewed these facts it 


% Gross profit to sales 


Product A 


Atlantic 
Quebec 
Ontario 
Prairie 
B.C. 


Product B 
Atlantic 
Quebec 
Ontario 
Prairie 
BG. 


Actual 

$ 37,597 
73,992 
115,229 
119,778 


$374,752 


$ 26,894 
54,312 
76,197 
70,110 
20,611 


$248,124 


$622,876 


Budget 
$ 35,600 
72,150 
109,800 
112,450 


$357,900 


$ 27,100 
54,550 
80,700 
79,800 
25,750 


is now apparent that the increase in 
operating profit over budget for the 
month is a result of an increased gross 
profit ratio for Product A, the benefit 
of which has been greatly reduced by 


Product A 
Actual Budget Actual Budget 


26% 


25% 


Product B 


25% 





Using the above information, the following type of reconciliation can be prepared 
for the month of June 1961: 
Gross profit as budgeted June 1961 


$25,950 


Add approximate increase in gross profit resulting from increased 
selling price of Product A 
Less approximate decrease in gross profit resulting from 
reduction in sales volume of Product B ...............0......0000:cc0ceseceee . 3,422 


$26,838 
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a fall-off in sales of Product B in the 
Prairie provinces and British Colum- 
bia. A source of gain and a source 
of trouble has been pin-pointed. (The 
reduction in selling expenses was 
shown by the detailed statement of 
selling expenses, not illustrated in this 
article, to be a consequence of lower 
commissions on sales of Product B). 

It is the accountant’s function to 
analyze the financial statements in 
order to bring out the significant 
variations which do exist. Where 
sales have been budgeted by product 
quantity and by area (as they have 
in the case illustrated), the actual 
figures should be prepared in com- 
parable form. Variations in gross 
profit percentages may also be sig- 
nificant and, again, an analysis by 
products or areas may disclose sig- 
nificant changes from what was ex- 
pected. In the example shown, the 
gross profit for June was 26.7% com- 
pared with a budgeted gross profit 
of 25.4%, a comforting comparison. 


However, the detailed analysis of 
gross profit by lines has indicated that 
the increase in gross profit percentage 
is due strictly to Product A. Similarly, 
the product analysis of sales by area 
has brought to light the fact that sales 
of Product B have dropped off con- 
siderably in some areas. 


When the accountant has com- 
pleted his analysis, he should prepare 
a summary report for the general 
manager to show the major factors 
which produced variations between 
actual and budget figures. With this 
information, management is in a posi- 
tion to consider what action should be 
taken to correct unfavourable develop- 
ments, or to exploit favourable ones. 


The Last Step: Action 


In the illustration, while manage- 
ment was aware of the increase in 


the selling price of Product A, it had 
been extremely worried about the 
effect of this increase on sales volume. 
(The increase had been put into 
effect rather suddenly due to antici- 
pated cost increases which had not 
materialized). The fact that volume 
held up was reassuring to manage- 
ment who decided that, because of 
the increased profitability of the line, 
sales of Product A should be pushed. 
Accordingly, instructions of this in- 
tention were issued to salesmen and 
agents, the sales commission on the 
the product was increased slightly 
and an increase in the advertising 
budget for Product A was authorized. 


With regard to Product B, manage- 
ment referred the fall-off in sales of 
Product B in the West to the sales 
manager for an explanation. Sales of 
Product B in these provinces were 
made by a distributor and investiga- 
tion revealed that the distributor’s 
sales force had been cut in half, due 
to the mass resignation of several of 
his best salesmen who had left to 
form a new company. Further in- 
vestigation showed that there was 
little chance of the distributor being 
able to restore the former situation 
for many months, if ever, and the 
company quickly made _ alternative 
arrangements for selling in this terri- 
tory to protect its position with its 
customers. The speed with which 
the company was able to move (thus 
saving an important part of its sales 
volume) was possible because the 
company knew what its sales should 
have been in that particular area. And 
the reason it knew this was because it 
had budgeted these sales in advance. 


These examples show that a budget 
(even a well thought-out budget) 
and a careful comparison of budget 
and actual figures is not enough. To 
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be effective, the comparison between or gain pin-pointed and reported to 
actual and budget must be made as management. Finally, management 
soon as possible after each month- must take quick action to either ex- 
end, the information obtained must  ploit favourable variances or correct 
be analyzed, and sources of trouble unfavourable ones. 


Learning from Mistakes 


No decision is worth the name unless it involves the balancing 
of risks and returns. If it were a sure thing, we would not need a 
man to use his judgment about it. Mistakes are inevitable. What we 
must expect of employees is that they learn from their mistakes, not 
that they never make them. It should be the executive's concern to 
watch the long-term growth of his men to see that, as they learn, 
their successes increasingly outweigh their failures. 


This concept of long-run growth is a vital part of continuing 
leadership. Each man must be permitted to know that his role in the 
group is subject to development and that its development is limited 
only by his contributions. Especially, he must see the leader as the 
man most interested in and helpful toward his growth. It is not 
enough to have interested personnel officers or other staff people 
who play no role in policy making. Despite all the assistance they 
can render in technical ways, they can never take the place of an 
interest on the part of the responsible executive. 


—W. C. H. Prentice, “Understanding Leadership”, 
Harvard Business Review, September-October, 1961. 
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Innovation 


This article, written by the Chief 
Executive Officer of a leading com- 
pany in one of Canada’s largest in- 
dustries, provokes re-examination by 
many Canadians of their ultimate re- 
sponsibility to ensure that Canada 
can compete in a world which is 
changing with almost overwhelming 
rapidity. 

To many people, innovation implies 
gimmicks, novelties and quick fads 
that catch the purchaser’s eye but are 
not, really, basic developments. This 
field of consumer novelties has con- 
nected the term with relatively un- 
desirable things such as “planned 
obsolescence”, and with “status sym- 
bols” — that is, with things which 
people buy on consumer impulse 
without getting lasting satisfaction. 


Again, to most people, innovation 
has a physical implication. They 
think of it in the sense of new manu- 
facturing devices or methods. Seldom 
is it thought of in terms of new think- 
ing, new approaches to problems and 
new concepts. 

Therefore, while we can create 
many mental images of innovation in 
the sense of physical development, 
what is really required is to examine 
the innovations in thinking which 
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in Thinking 






led to, and resulted from, such phys- 


ical developments. It is “innovation” 


in the mental sense that we, in Can- 
ada, must develop if we are to bene- 
fit from physical innovations and the 
improvements which everyone de- 
sires. 


Physical Readjustments 

First of all, let us examine some of 
these physical readjustments which 
have local connotations. In the gold 
mining industry, one might well ask 
whether railroad building was as 
significant in the development of 
Northern Ontario as was the cyanide 
extraction process for large-scale re- 
covery of gold from lower grade ores. 
It might even be said that the cyanide 
process, indirectly, led to the develop- 
ment of other Northern Ontario 
mineral resources. 

In the field of agriculture, we can 
recall the annual harvesters’ trains in 
which thousands of agricultural work- 
ers were transported to the west to 
provide a work force for the annual 
grain harvest. The introduction of 
the grain combine and the tractor 
reduced the need for, and the oppor- 
tunity of, this seasonal employment, 
with considerable disturbance at the 
time to the economy. However, some 
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INNOVATION IN THINKING 


30 years later, we can see that this de- 
velopment was a life-saver to the 
prairie agricultural industry. In fact, 
the introduction of mechanized farm- 
ing, and the move to larger-scale farm- 
ing units, has been the means of sur- 
vival in an industry which grew up 
under the stimulus of high prices for 
wheat and low productivity methods 
of production. 


The mechanization of woods opera- 
tions is just as spectacular. The intro- 
duction of the chain saw completes 
the mechanization started by truck 
and tractor transportation, and 
through which the economies of year- 
round, rather than seasonal operation, 
have been achieved. It is hardly 
necessary to question whether the 
lumber and forest products industry 
could compete in export markets to- 
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day were it not for these physical im- 
provements. 


Yet, in every one of these develop- 
ments, there were problems of re- 
adjustment, and many people were 
unwilling to accept or recognize the 
fundamental improvements resulting 
from these innovations. 


Two other innovations are worth 
mentioning, because they indicate 
how such things run in series, and 
how broad the influences are which 
may shape the economic destiny of 
one area. Both of these start in the 
home refrigerator, and both of them 
represent the revolution of an indus- 
try. The first is the frozen cod, or 
halibut fillet. One would not possess 
this frozen fish had it not been for a 
comparatively recent innovation — 
the freezer or mechanical refrigerator. 
In turn, one’s ability to buy the frozen 
product depends on the fact that the 
grocer installed a similar freezer. 
Finally, the grocer would have had no 
such supply if there had not been 
refrigerated transportation and large- 
scale fishing methods which would 
provide the base for processing and 
packaging of frozen food. This long 
chain of innovations rescued the 
Atlantic fishing industry from a pro- 
longed period of depression. 


A similar story can be told about 
frozen fruit juice. Here again, the 
chain of innovation stretches all the 
way back to the orange groves of 
Florida and California. But in this 
case, it was a combination of vacuum 
evaporation and quick freezing which 
could be accomplished at, or near, the 
groves themselves, that ultimately re- 
sulted in a change in dietary habits, 
particularly in climates like Canada. 
We could cover many other cases, but 
the significant point is that many of 
the things we eat and wear today 
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represent broad-scale innovation in 
terms of new products, new processes 
or new types of material which were 
unknown even 15 years ago. 


Look Beyond Local Level 


There are a number of conclusions 
to be drawn from these brief case 
histories. The first, and perhaps the 
most important, is the universality 
of progress. Seldom, if ever, is a 
problem solved locally and, by corol- 
lary, seldom can problems be restrict- 
ed to an area. In other words, area 
problems, usually, are only suscept- 
ible to a solution which has broad 
connotations for the country as a 
whole and require a national or glob- 
al, rather than a parochial, innovation. 


Nevertheless, governments are often 
forced to apply palliatives in order to 
provide temporary help for problems, 
such as those at Springhill, Nova 
Scotia or Elliot Lake in Ontario. In- 
deed, governments are in no position 
to resist pleas for specific help from 
depressed areas or depressed indus- 
tries. But it is clear that any genuine 
solution to such problems must come 
through some innovation, or series of 
innovations, over which government 
has little control. We must realize 
that short-term help which the gov- 
ernment can provide is at a cost to 
the rest of the community and, as 
such, constitutes a handicap on more 
efficient units or elements in the com- 
munity. We must ask what effective 
role government can play in these 
problems to reconcile practical 
political considerations and long-term 
national economics. 


In general, we can only conclude 
that governments should resist pallia- 
tives which are unnecessarily costly, 
or prevent the evolution of a sound 
long-term solution. If the problem 
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concerns a fundamental change in 
market, a high-cost industry, or both 
conditions, which can not in the fore- 
seeable future operate economically 
in domestic or export markets, then 
the government should not handicap 
the rest of the economy by subsi- 
dies or support of what amounts to 
a sub-marginal operation. 


If, on the other hand, the prob- 
lem concerns a young industry, or one 
at that period of growth where it is 
particularly susceptible to cyclical 
factors, then the government is fully 
justified in providing some tax relief 
or special incentive for a limited peri- 
od of time. 


This type of problem cannot be 
handled on the basis of cycle budget- 
ing theories — that is, taxing for a 
surplus in good times and spending 
for a deficit in bad times. On the 
contrary, it requires a close analysis 
of the needs of those industries or 
areas where we have the human and 
physical resources to develop activ- 
ities that are efficient, and can com- 
pete in domestic and export markets. 


Far more difficult is the depressed- 
area type of problem, involving all the 
problems of immobility of labour, 
specialized, or limited skills, etc. One 
cannot specify the particular physical 
innovation that is necessary to resolve 
such fundamental problems. One can, 
however, emphasize the necessity for 
innovation in our thinking, particu- 
larly as it relates to the sectional con- 
cept, to ideas of sectional support 
and, by corollary, to political pres- 
sures for specific area solutions. We 
have to learn that we may be able to 
do more to correct unemployment in, 
say, Toronto by taking tax and other 
curbs off go-ahead industries else- 
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where than we could ever achieve by 
a local job making project. 


Need Technological Understanding 

The second broad implication in 
this field of innovation is the enorm- 
ous pace of technological develop- 
ment that goes on around us. People 
have grown so used to this rate of 
change that its deeper significance 
is largely lost. Nylon has become a 
synonym for stockings. When it was 
introduced there was great public in- 
terest because it represented the first 
of the synthetic materials with 
better consumer characteristics than 
real silk. However, there are literally 
hundreds of synthetic materials that 
represent, in varying degrees, greater 
or lesser technical innovations which 
we accept today with little or no in- 
terest except to exhibit our prefer- 
ences as consumers. 

Such a mundane commodity as 
motor gasoline has changed much 
more than the motor car in composi- 
tion and technical structure. Indeed, 
motor fuel today represents a tailored 
structure of organic compounds bear- 
ing little, if any, relationship to the 
motor fuel of 15 years ago. Yet this 
is not widely realized and then prob- 
ably, only by those with an under- 
standing of organic chemistry. 

Space travel is the best example of 
the barrier that has been erected by 
the pace of technical progress out- 
running public understanding and 
public interpretation. The average 
person reads with fascination, and 
perhaps fright, that Soviet Russia has 
projected an astronaut into space. The 
connotation of world domination by 
future space travel is one of political 
sovereignty. The meaning of the tech- 
nical advances necessary to reach this 
climax, the enormous breakthrough in 
mechanical, chemical and _ other 
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phases of physical science is simply 
incomprehensible to the layman. The 
implications for economic develop- 
ment, can consequently, only be 
broadly understood, and appreciation 
of them is usually confined to the im- 
provement in rapid communications 


in a shrinking world. 


In short, scientific innovation is 
going on at a rate today far in excess 
of the capabilities of the layman, and 
hence the average voter, to absorb 
and to reshape his opinions with re- 
spect to either national or local prob- 
lems. Here lies the area where the 
greatest innovation in thinking is 
needed. 


Changes in Concepts 

Physical innovations are going on 
around us at an increasing rate today. 
Our real problem is an innovation 
in thinking that will permit us to 
selectively employ and adapt these 
physical changes to our benefit as in- 
dividuals, and as a country. It is easy 
to say that such intellectual innova- 
tion must be achieved by upgrading 
the knowledge and_ educational 
standards of the country and by rec- 
ognizing new levels of skill and 
breadth of knowledge. This, indeed, 
is something we have been slow to 
appreciate in this country, for we are 
only now recognizing, as revealed by 
the current unemployment level, the 
lack of attention we have paid to our 
educational standard. 


Two areas, in particular, need re- 
examination and re-definition. The 
first is to develop resistance to the 
sectionalism built up in this country 
on the basis of communication and 
transportation concepts, which today 
are obsolete. This sectionalism un- 
derlies much of our preoccupation 
with the support of sub-marginal op- 
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erations in various parts of the coun- 
try, and by various measures. 

The other area of leadership in this 
field of intellectual innovation is a 
re-examination of national incentives 
—fostering and encouraging those ac- 
tivities where we can obtain large- 
scale production and where, given a 
proper climate, we can successfully 
compete in domestic and export mar- 
kets. This is not just a matter of fed- 
eral government policy, because many 
of these problems lie in the realm of 
provincial jurisdiction. Thus, ways 
and means must be found of coordi- 
nating such policies, of reconciling 
conflicting authorities and achieving 
a common objective within which pri- 
vate capital and private innovation 
can develop. 

One cannot discuss this subject 
without some reference to the enor- 
mous cost of government that we, as 
a nation, have imposed on ourselves. 
That Canada is one of the most heav- 
ily taxed countries in the world is an 
established fact. That we must ex- 
port to maintain our standard of liv- 
ing is also an established fact, yet 
these two facts are completely incom- 
patible and nowhere is the need for 
innovation in thinking more critical 
than in our constant pressure for in- 
creased government expenditures. 


Conclusion 
If intellectual innovation is neces- 
sary, and if thought leadership is es- 
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sential to this innovation, where do 
we startP Clearly of great importance 
is the support of leaders of thought 
and culture. 


It has been said that, instead of un- 
derstanding and strengthening the in- 
dustrial development which occurred 
in the west, our culture in many cases 
actively opposed it from very early in 
the nineteenth century, and when we 
hear of attacks on mechanization and 
automation, and on various aspects of 
our industrial society, we are hearing 
the voices of the past century. The 
same was not true in Germany, Japan. 
nor later in Russia. In these coun- 
tries, very close study was given to 
all aspects of the industrial revolu- 
tion. 


How long can we permit this con- 
flict in thinking to exist when we are 
engaged in competition with nations 
where cultural and technical objec- 
tives are not only merged, but identi- 
fied in the public mind as a single 
goalP One of our prime objectives 
should be to eliminate or, at least, 
modify some of these ancient pre- 
judices to provide a base for assess- 
ing local problems in broader con- 
text, and finally, by dissemination, to 
provide the intellectual and public 
support which is essential to govern- 
mental action. Perhaps the fulfilment 
of this need is the prime responsi- 
bility of those occupying positions of 
leadership in Canada. 





INTERNATIONAL 
ACCOUNTING RESEARCH 

The aim of the 1961 CICA confer- 
ence was to draw attention to the 
international responsibilities of the 
accounting profession. This theme 
was introduced, in general terms, by 
the opening speaker, The Honourable 
H. C. Green, Secretary of State for 
External Affairs, and was further de- 
veloped in later sessions by our In- 
stitute president and by representa- 
tives of the United Kingdom and the 
United States. In keeping with this 
general emphasis on international af- 
fairs, the Wednesday morning session 
on accounting research was devoted 
to reviews of the research activities 
in the United Kingdom and _ the 
United States. These were presented 
by leading representatives of account- 
ing thought in each country; W. H. 
Lawson, F.C.A., for the United 
Kingdom and Carman Blough, C.P.A. 
for the United States. 


The greater part of the remarks of 
each speaker concerned recent devel- 
opments in his own country. Espec- 
ially in the case of the United States, 
those matters which have been the 
subject of formal recommendations 
have already been dealt with in this 
department — the new American re- 
search organization, for example, was 
described in some detail only last 
month. A full reproduction or detailed 
summary of the speakers’ remarks 
does not, therefore, appear to be war- 
ranted. Some of the highlights of 


Edited by BARRY COUTTS, C.A. 
Professor, University of Toronto 


Accounting Research 


these addresses are, however, discuss- 
ed below. 


Position in United States 

Mr. Blough, in keeping with the 
international tone of the meeting, 
raised the question of internationally 
accepted standards. He pointed out 
that the time and effort devoted to 
research in most countries has, in the 
past, been barely sufficient to cope 
with pressing domestic problems and 
that, as a result, there has been little 
thought devoted to international 
problems. He expressed doubts that 
any real steps towards the develop- 
ment of such standards on a formal 
basis would develop in the near 
future. Nevertheless, he felt that the 
greater interchange of ideas between 
the professional bodies in different 
countries, which had developed in re- 
cent years, was bringing the various 
domestic standards into closer agree- 
ment with each other, with the result 
that a standard of international ac- 
ceptance was actually being slowly de- 
veloped. Mr. Blough also pointed to 
the part played by the large inter- 
national firms of accountants in 
bringing the standards of practice in 
more backward countries up to those 
in effect in the United States, Canada 
and Great Britain. 

The remainder of Mr. Blough’s re- 
marks dealt with the present and 
future development of accounting re- 
search in the United States. He dis- 
cussed the need for the new emphasis 
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on basic research and expressed the 
hope that the new research organiza- 
tion of the American Institute would 
shortly produce some pronounce- 
ments on these matters. 


The Position in the U.K. 


Mr. Lawson, in his paper, reviewed 
the recent activity of the Institute of 
Chartered Accountants in England 
and Wales in terms of its recommen- 
dations on accounting matters and of 
its representations on proposed 
amendments to the Companies Act 
of 1948. As in the United States, most 
of the English activity has, to date, 
been of a very practical nature, and 
little attention has been paid to prob- 
lems of underlying theory. Mr. Law- 
son indicated that, like the American 
Institute, the English Institute is be- 


coming increasingly aware of the 
need for more basic work in this area. 
Mr. Lawson indicated that current 
interest in England was centred on 


the representations made to the 
Jenkins Committee on the Companies 
Act, the valuation of stock in trade, 
treatment of taxation in the accounts 
and accounting for inflation, espec- 
ially with respect to the revaluation 
of fixed assets. 


The current English position on 
valuation on stock in trade, as set out 
in Recommendation XXII, was sum- 
marized in Accounting Research for 
February, 1961. The treatment of 
taxation in the accounts, as dealt with 
in Recommendation XIX, was dis- 
cussed in Accounting Research for 
February, 1959. English views on ac- 
counting for inflation and on Com- 
panies Act amendments have not 
been discussed here for some time, 
and Mr. Lawson’s remarks on these 
matters will, therefore, be of interest. 
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Accounting for Inflation 


The English Institute, in 1952, is- 
sued Recommendation XV _ dealing 
with accounting for inflation. This 
recommendation argued, generally, 
for the retention of historical cost as 
the basis of accounting. It did, how- 
ever, recognize that inflation intro- 
duced problems and suggested that 
some reference to what effect changes 
in the purchasing power of money 
had on the affairs of the business, 
especially its financial requirements, 
should be made in the director’s re- 
port or elsewhere. It further recom- 
mended that the directors’ policy for 
meeting the extra financial needs oc- 
casioned by inflation should be dis- 
closed. Mr. Lawson reported that 
only an insignificant number of com- 
panies had seen fit to make such 
supplementary reports on the effects 
of inflation, but said the rest of the 
recommendation had been generally 
accepted. 


He also reported that, in recent 
years, an increasing number of com- 
panies, including some of the largest, 
had begun to depart from the recom- 
mendation by revaluing fixed assets 
in their formal balance sheets on the 
basis of current price levels. The 
spread of this practice, he suggested, 
has led to a renewed interest in the 
subject. He also mentioned, as a fur- 
ther incentive to renewed interest, 
two recent legal decisions relating to 
the legal status of the credit arising 
on revaluation — in one of which, 
Dunbula Valley (Ceylon) Tea Co. 
Ltd. v. Laurie and another, it was 
held that such credits were “surplus” 
and could thus be legally distributed 
to shareholders as dividends. Mr. 
Lawson suggested that these develop- 
ments emphasized the need for fur- 
ther research into the meaning of the 
accounting principle of realization 
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and how it should be interpreted in 
different circumstances. 


The Companies Act 

Mr. Lawson, in his remarks, briefly 
outlined the general object of the dis- 
closure requirements set out in the 
Companies Act, 1948, and indicated 
that, in general, these provisions, 
which were largely based on recom- 
mendations and submissions by the 
English Institute, had worked out 
very well in practice since the Act 
came into effect. He reported that, 
although there had been a tremen- 
dous amount of material submitted to 
the committee which is studying pro- 
posed changes, there was little agita- 
tion for material changes, and most 
of the proposals regarding the form 
of accounts involved only minor re- 
finements or adjustments to deal with 
circumstances which had changed 
since the Act was first drafted. Mr. 
Lawson did not discuss any of the 
proposals in detail, although he did 
suggest that those problems on which 
accounting opinion is still unsettled 
(accounting for inflation, revaluation 
of fixed assets and disclosure of sales 
figures) had been responsible for the 
greatest conflict of suggestions. (A 
summary of the major proposals made 
to the Jenkins Committee by the 
English Institute is set out later in 
this article. ) 


Future Requirements 
Mr. Lawson concluded his formal 
remarks with a list of the items which, 
in his opinion, were most urgently in 
need of further research. These were: 
(a) The principles which should 
govern the inclusion of overhead 
expenses in the cost of stock and 

work in progress. 
(b) The circumstances, if any, in 
which the current values of fixed 
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assets should be stated in the 
balance sheet. 


(c) The exact significance of the 
principle of realization and _ its 
relevance to the calculation of 
operating and capital profits in 
different circumstances. 


(d) The treatment of differences be- 
tween accounting profits and tax- 
ation profits. (Allocation of in- 
come taxes.) 


(e) The extent to which the effects 
of inflation should be disclosed 
in the balance sheet. 


The familiarity of these problems 
to Canadian readers underlines, very 
pointedly, the international character 
of contemporary accounting problems 
and the need for continued commun- 
ication with practitioners in other 
countries. 


Companies Act Recommendations 

In response to the invitation of the 
Parliamentary Committee, set up to 
study the proposed Bill to amend the 
Companies Act of 1948, the Institute 
of Chartered Accountants in England 
and Wales submitted a lengthy mem- 
orandum. The Institute did not re- 
strict itself to purely accounting mat- 
ters, but included comments on many 
other sections of the Act. This has re- 
sulted in a lengthy submission, which 
is far too voluminous to be dealt with 
in any detail in this space. Much of 
the material is, however, very techni- 
cal in nature or relates to matters 
which are peculiar to conditions in 
Great Britain, so that the important 
recommendations of interest to Can- 
adian readers can be summarized 
readily. Those interested in more de- 
tail may read the recommendations in 
Accountancy of June 1960, or obtain 
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the complete submission from the 
Institute itself. 


The English Institute seems to 
have been rather embarrassed by the 
size of its submission for the Council 
felt it necessary to explain in its intro- 
duction that “. . . it would be incor- 
rect to assume from the length of the 
Council’s memorandum that the Com- 
panies Act, 1948, has proved sub- 
stantially inadequate. The Act 
brought into operation many major 
reforms and it has worked well in 
practice. Most of the shortcomings to 
which attention is drawn in this mem- 
orandum relate either to relatively 
minor matters or to matters . . . which 
have assumed prominence since the 
1948 Act was drawn up.” 


A few of the non-accounting rec- 
ommendations which may be of inter- 
est to Canadian readers as suggesting 
possible improvements in our own 
legislation are: 

(a) The law should permit compan- 
ies to have only one shareholder 
— especially in the case of 
wholly owned subsidiaries. 


(b) Except for very closely held pri- 
vate companies (no public sales 
of securities) all companies 
should be public companies and 
required to file annual returns. 


The directors’ annual report 
should state the main fields in 
which the company and its sub- 
sidiaries operate, and should dis- 
cuss any changes in the main 
fields of activity which have 
taken place during the year. 


(d) Before a company disposes of the 
whole or substantially the whole 
of its undertaking or assets, the 
approval of the shareholders in 
general meeting should be ob- 
tained. 


(e) The provisions of the Act intend- 
ed to protect minorities should 
be strengthened “. . . with a view 
to ensuring . . . a readily avail- 
able remedy to an oppressed 
minority.” 


Prospectuses and Disclosure 


As was to be expected from the 
great dissatisfaction that has devel- 
oped in recent years regarding the 
position of “takeover bids” under ex- 
isting law, there are a number of 
recommendations on _ this subject. 
There are also a number of recom- 
mendations regarding prospectuses. 
Although our law on these matters is 
not exactly satisfactory, we in Canada 
now tend to seek resolution of these 
difficulties in the Securities Acts, and 
discussion of the English recommen- 
dations on these matters is, therefore, 
more appropriate in a discussion of 
securities legislation than in one on 
company law. It is interesting to note, 
however, that one of the recommen- 
dations relating to prospectuses is 
that the statement of assets and 
liabilities included in a prospectus 
should be not more than one year old! 
Accountants in Canada who have 
struggled to complete accounts with- 
in the three or four month period al- 
lowed by our laws may look with 
longing on this apparent proof that 
life in the old world moves at a more 
leisurely pace. 


The sections dealing with the form 
and content of the accounts to be 
submitted confirm the original state- 
ment that the 1948 requirements are 
still generally satisfactory. There are 
no major changes proposed, except 
the recommendation that turnover for 
the accounting period should be 
shown in the profit and loss account 
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“unless the directors consider that 
disclosure is likely to be misleading 
or harmful to the company.” It is 
further recommended that, if this 
provision is not generally acceptable, 
such disclosure should be required at 
least from those companies whose 
securities are dealt with on a pre- 
scribed stock exchange. 


Other Recommendations 


Other recommendations of interest 
include proposals to the effect that: 


1. The profit and loss account 
should show, as a minimum, the 
trading profit after all changes 
(depreciation and other items for 
which separate disclosure is re- 
quired being dealt with in 


notes); other income or expend- 
iture items (e.g., investment in- 
come and debenture interest); 
profit before taxation, the taxa- 


tion chargeable and the profit 
after taxation; and exceptional 
credits or charges which are ex- 
cluded from the year’s operations 
are not carried to reserve. 


. In the case of companies subject 
to overseas taxes, the accounts 
should show the total of U.K. 
taxation before double-tax relief, 
the amount of double-tax relief 
and the amount of overseas tax. 


. The aggregate of auditors’ fees 
paid by the company and its sub- 
sidiaries should no longer be re- 
quired in consolidated accounts, 
but the remuneration of the hold- 
ing companys auditors (if not 
fixed by the shareholders in gen- 
eral meeting) should continue to 
be shown. 


. Annual accounts should be made 
up to a date not more than six 
months before the annual meet- 
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ing, instead of nine months as at 
present. 


Auditing Policies Reviewed 

The requirements regarding the 
appointment of the auditor and the 
description of his duties also contain 
some significant recommendations. It 
is suggested that the former practice 
of requiring a substantive resolution 
for the appointment of the auditor at 
each annual meeting be restored. It 
is further recommended that no pro- 
posal which would involve replacing 
the retiring auditor should be eligible 
for consideration at an annual meet- 
ing unless notice has previously been 
given to the shareholders. The prob- 
lems created in this respect by mer- 
gers of accounting firms are recog- 
nized, and some rules are proposed 
which would enable the company to 
decide when the auditing firm has 
changed so much that its re-appoint- 
ment is equivalent to a change of 
auditor. In this connection, it is sug- 
gested that the Act should provide 
that, although casual changes in an 
auditing firm will not affect the audit 
appointment, if more than one-half 
the partners cease to be members, or 
if the number of new partners exceeds 
the number of old partners, a casual 
vacancy will be deemed to occur. 
Such a casual vacancy will be filled 
by the directors for the remainder of 
the year, and further re-appointment 
will require action similar to that re- 
quired for a change of auditor. 

Since substantial changes in the 
constitution of accounting firms 
through mergers have been quite 
common in this country in recent 
years, the Canadian profession should 
give some thought to this problem. 
There must be some Canadian com- 
panies who have not been pleased to 
find that, through no action of their 
own, they have become clients of 
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some large (and sometimes remote) 
firm of which they have never heard, 
or in which they have no confidence. 


The Institute also recommended 
that the present provisions relating to 
auditors’ reports should be changed 
to eliminate the present need to re- 
port in some detail on what has been 
done. It is suggested that a recital 
of what is in order is redundant and 
makes reports too long, and that com- 
ment is necessary, for example, only 
when the auditor does not get all the 
information he requires, or the ac- 
counts are not in agreement with the 
books. These proposed requirements 
would be somewhat similar to those 
in the Ontario Corporations Act, in 
which a clear certificate is presumed 
to imply satisfaction with a number 
of specified points. 


An enlargement of the auditor's 
powers is also suggested. The Eng- 
lish auditor, like his Canadian equiv- 
alent, now has authority to obtain the 
information he requires from the of- 
ficers of the company. The English 
Institute now suggests that the auditor 
should have power to obtain such 
information and explanation as he 
thinks necessary from the auditors of 
subsidiaries of the company. This pro- 
vision is obviously essential under a 
law which requires consolidated or 
“group” accounts to be submitted to 
the shareholders of holding com- 
panies. 


Further Suggestions 


Subsequent to the original memor- 
andum, the English Institute submit- 
ted a supplementary submission deal- 
ing with two further points. Further 
suggestions and comments were made 
orally at the hearings. 

In the supplementary submission, 
two main points were dealt with: the 
treatment of premium on shares and 


the treatment of the pre-acquisition 
profits of subsidiaries. It was also re- 
commended that changes in capital 
account during the year should be 
disclosed and that the method of 
computing inventory values should be 


described. 


The main point made regarding 
share premium is similar to that set 
out in CICA Bulletin No. 11, namely, 
that these premiums are in the nature 
of capital contributions and should 
not be considered available for dis- 
tribution. The two recommended ex- 
ceptions to this rule, however, seem 
rather strange to a Canadian account- 
ant. These exceptions suggest that 
this account may be applied to write 
off the stamp duty imposed on the 
issue of shares and that it may be 
used to write off “goodwill”, which 
would otherwise arise on consolida- 
tion as a result of the acquisition of 
a subsidiary in exchange for the 
shares to which the premium relates. 
This latter exception seems somewhat 
inconsistent, as it is rather pointless 
to insist that shares should be re- 
corded at their fair value when issued 
in exchange for property, if these 
values are to be immediately reduced 
by applying the resulting premium 
against the value of the property 
acquired. 


With regard to pre-acquisition sur- 
plus, the English Institute wants the 
law clarified to ensure that no ele- 
ments of pre-acquisition equity (even 
if called “reserves”) are included in 
the subsequent profits of the holding 
company, or of the “group.” Excep- 
tions would be permitted only in 
special cases where properly approved 
arrangements are made in advance, 
or where circumstances (similar to 
the U.S. “pooling of interests”) are 
such that the treatment of such 





oe FO OF eet oe 


-~— «+ == ~~ FR be 45 


ACCOUNTING RESEARCH 


amounts as “reserves” of the group 
would result in fairer presentation. 


Conclusion 


In general, it would seem from 
these recommendations that the Eng- 
lish Institute, like our own, has run 
out of ideas on financial statement 
disclosure. When official attention be- 
gan to be directed to problems of 
disclosure, there were so many ex- 
amples of confusing and misleading 
presentation that specific recommen- 
dations were not hard to find. Most 
of these have now been, if not eli- 
minated, at least publicly condemned, 
and yet there is still in the public 
mind a feeling that financial state- 
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ments are not as useful as they might 
be. It seems doubtful that this feeling 
of dissatisfaction will disappear, even 
if all companies disclosed sales and 
reflected the effects of inflation in 
their accounts. 

The recognition of this approaching 
“dead end” in the United States led 
to the complete reorganization of 
their research programme and a new 
emphasis on basic theoretical re- 
search. It will be interesting to see 
if the same development takes place 
in Great Britain as the significance of 
the lack of scope for further improve- 
ment along traditional lines is recog- 
nized by the accounting profession in 
that country. 





Tax Review 


ACCELERATED DEPRECIATION 


In TIMEs of national emergency or 
flagging economy, the government has 
sometimes resorted to the device of 
increased capital cost allowances as 
a means of encouraging otherwise 
reluctant capital to enter the desired 
field or geographical area of produc- 
tion. During the war years, the con- 
cept of accelerated depreciation was 
introduced to stimulate defence pro- 
duction, and the Baby Budget of 
December 1960 offered double de- 
preciation to taxpayers developing 
new products or initiating new indus- 
tries in depressed (surplus man- 
power) areas. Following the an- 
nouncement of Finance Minister 
Donald Fleming’s budget in June of 
this year, business may now avail 
itself of incentive depreciation in the 
form of re-equipment and moderniza- 
tion allowances. Income Tax regula- 
tions have recently been issued to 
govern these. 


Like the allowances for new pro- 
ducts and new industries, the modern- 
ization allowances can be claimed 
in addition to normal capital cost al- 
lowances, but are deducted in the 
usual manner from the undepreciated 
capital cost of the particular class. 
Thus, the allowances, in both in- 
stances, do not increase the overall 
deduction but rather accelerate it and, 
similarly, are subject to the recapture 
provisions of the Act. The taxpayer 
is not obliged to claim all or any of 
these allowances, but can claim both 
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on the same property at the same 
time if he so desires. 


Better Incentive Required 

It should be emphasized that these 
new allowances do not permit a re- 
covery of more than 100% of the 
capital cost of any asset and, to this 
extent, the incentive to develop new 
products, locate in depressed areas 
or re-equip and modernize, may be 
quite limited. While it is true that 
businessmen have been asking for in- 
creased rates of capital cost allow- 
ance, it seems that the question of 
incentives is something else again. 
Businessmen are concerned first of all 
with profits (without which taxes are 
unimportant), and to ask them to 
move to depressed areas or to develop 
new products would seem to require 
substantial benefits. An _ incentive 
which simply permits him to depre- 
ciate his new assets more rapidly, 
thus conserving working capital, does 
not seem to be anywhere near the 
mark. As far as modernization is con- 
cerned, the introduction of new ma- 
chinery must, it is submitted, depend 
upon the profitability of that ma- 
chine, and only in rare circumstances 
will the temporary conservation of 
working capital be sufficient to tip 
the balance. It seems quite probable 
that, for a real incentive, the govern- 
ment must offer something that ap- 
proximates the United Kingdom’s in- 
vestment allowance, which is in ad- 
dition to normal allowances and does 
not reduce the depreciable base. This 
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type of allowance creates substantial 
incentives because it represents a per- 
manent reduction in income taxes, 
thus reducing the effective cost of 
the asset. The United Kingdom in- 
vestment allowance can be stigma- 
tized as a subsidy, but if real incen- 
tives are required, it is probable that 
anything short of a subsidy will be 
too little. 

Regardless of merits, the moderni- 
zation allowance will be of interest 
to companies contemplating more 
than normal additions to fixed assets. 
The “new product” or “depressed 
area” allowances were commented 
upon in the May issue, and will not 
be dealt with in this article. 


Unlike the “new product” allow- 
ance, there is no separate certification 
requirement in the case of the mo- 
dernization allowance, and it is avail- 
able to all taxpayers (without the 
necessity for special action) provided 
they have acquired eligible assets. 
In addition, the “new product” allow- 
ance is 100% of normal capital cost 
allowance, apportionable over any of 
the three years commencing with the 
year of acquisition, while the moderni- 
zation allowance is 50% of normal 
rates, claimable in the year of acquisi- 
tion only. 


The allowance for re-equipment 
and modernization is granted on the 
amount of “eligible property” of an 
“eligible class” acquired in the “ef- 
fective period” in excess of the ap- 
plicable portion of the taxpayer’s 
“base”. 


Eligible Property 

Property eligible for the moderni- 
zation allowance must be depreciable 
property falling into classes 1 to 18 
(excluding class 12-100%) acquired 
within the period commencing June 
21, 1961, and ending March 31, 1963 
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— reduced by a base amount. The 
term “acquired” must presumably be 
interpreted according to the general 
law prevailing in the province con- 
cerned, but it is believed that an 
asset is acquired when ownership or 
title passes to the purchaser. The 
acquisition may not be: 

a) property that had been used be- 
fore being acquired by the tax- 
payer 

b) property acquired for use entirely 
outside Canada 

c) property that is deemed to have 
been acquired by the taxpayer by 
virtue of section 18 of the Income 
Tax Act (lease-option or hire-pur- 
chase) or 

d) property in respect of which a 
“Certificate for Allowances in res- 
pect of Defence Production” has 
been issued. 


Allowance 

The allowance for modernization 
that may be claimed is 50% of the 
normal rate of the particular class into 
which the eligible property falls. It is 
to be noted, however, that the total 
of eligible property must be reduced 
by a base amount. The base is in- 
tended to represent normal additions, 
and may be applied against eligible 
property of any class, in any manner 
or amount, up to the total of the eli- 
gible property of the particular class. 
Accordingly, additional capital cost 
allowances of 50% of normal rates 
will be permitted in respect of the 
excess of eligible property over the 
base amount. 


Base 
The base is a measure of the tax- 
payer’s normal additions to deprec- 
iable property in the eligible classes. 
In the case of a taxpayer who has 
had at least three taxation years 
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which ended prior to June 21, 1961, 

the base is the lesser of: 

a) the average of all additions to 
those classes in the three years, 
or 

b) the additions to those classes in 
the last taxation year. 

If the taxpayer has been in business 
for only two years, then the average 
is computed on a two-year basis, but 
if he commenced business after June 
20, 1961 (or before that date but the 
first taxation year ends after it), then 
the base is nil. The additions are 
readily obtained from the capital cost 
schedules of prior years. There is no 
requirement in the regulations that the 
additions be prorated in the case of 
a taxation year less than 365 days 
long, nor that depreciable property 
of an ineligible type be excluded in 
computing the base. Hence, additions 
of ineligible property to eligible clas- 
ses must be included in the base. 


Proration of Base 

Although there is no provision for 
prorating the additions in computing 
the base, the latter itself must be 
prorated in calculating the allowance 
for a year less than 365 days in length. 
This situation will apply to almost 
all taxpayers, since the effective 
period, beginning on June 21, 1961 
and ending on March 31, 1963, will 
not coincide with the taxation year. 
However, the base is not prorated if 
the taxation year is less than 365 days 
but entirely within the effective 
period. The following example will 
serve to illustrate the computation: 
Additions to fixed assets (per capi- 
tal cost schedules) for years end- 
ing 3lst December: 


Base (lesser of average additions of 
$100,000 or last preceding year) $ 50, 
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Eligible property acquired in 1961: 
Class 3 
Class 8 
Class 10 


Total eligible property 
Applicable portion of base: 
194/365ths of $50,000 


Amount eligible for modernization 
allowance 


The largest claim for capital cost 
allowance would be made by apply- 
ing the base to the class with the 
lowest rate (not in excess of eligible 
additions to that class) so that the 
calculations would be as follows: 

Class 3 — 2% prio.) ee 

Class 8 — 10% of $23,425 2,343 

Class 10 — 15% of $20,000 3,000 


More Than One Business 

Where an individual is required by 
Section 1101(1) of the Regulations 
to keep separate classes in respect of 
separate businesses or income-produc- 
ing property, the re-equipment and 
modernization allowance must be 
computed separately for each busi- 
ness and property. 


New and Acquired Businesses 

Where a corporate taxpayer pur- 
chases a proprietorship or partnership 
business after June 20, 1961, the cor- 
poration must add to its base, if any, 
the bases of the vendors if they own 
more than 50% of the corporation’s 
issued share capital at the end of the 
taxation year for which it claims a 
modernization allowance. 

Where an individual taxpayer who 


controlled a corporation on June 20, 
1961, acquired a business from it after 
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that date, the corporation’s base must 
be added to his own. 

Where a partnership owns more 
than 50% of the shares in the capital 
stock of a corporation on June 20, 
1961, and acquires a business from 
that corporation subsequent to that 
date, there shall be added to the base 
of each individual partner in respect 
of the partnership business that pro- 
portion of the corporation’s base that 
his interest in the partnership pro- 
perty bore to the total partnership 
property immediately after the busi- 
ness was acquired. 


Associated Corporations 

Where a company which had no 
taxation year ending before June 21, 
1961, has acquired all, or substantially 
all, the property of another corpora- 
tion which used it in carrying on busi- 
ness in Canada, and is not associated 
with another corporation, except the 
vendor corporation, the company’s 
base will be that of the vendor cor- 
poration, if the latter has not carried 
on business in Canada after the pro- 
perty was acquired. 


A corporation that did not carry 
on business prior to June 21, 1961, 
but which is associated with another 
corporation that is resident in Canada 
(or being not resident in Canada, 
has carried on business therein after 
June 20, 1961, and was carrying on 
business before the first corporation ) 
shall not be entitled to a moderniza- 
tion allowance unless it qualifies by 
virtue of the preceding paragraph. 

The foregoing provisions, and those 
concerning new and acquired busi- 
nesses, are intended to implement the 
minister’s statement that the depart- 
ment “will be empowered to with- 
hold the re-equipment and moderni- 
zation allowance in cases where exist- 
ing operations are split up into new 
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ones merely for tax defeating pur- 
poses.” Unfortunately, the regulation 
concerning associated corporations 
goes even further than was intended, 
and prevents the claiming of the re- 
equipment allowance in all cases 
where a corporation commences a 
new business whose assets are owned 
by a new corporation. In order to 
claim such an allowance, the existing 
corporation must cease business, or 
must itself acquire the assets for the 
new venture. 


Surely it would have been more 
equitable to stipulate that the base 
for a group of associated corpora- 
tions must be shared or prorated by 
that group in the same manner as 
the low rate of tax on the first $35,000 
of taxable income is prorated. 


Concessions Limited in Scope 


A critical analysis and a compre- 
hensive application of the foregoing 
opportunities in respect of additional 
depreciation would lead one to the 
conviction that the minister’s legisla- 
tion has somehow failed to fulfill his 
intentions. In its extreme applications, 
the accelerated depreciation allowable 
in respect of new products, goods and 
industries would allow a company to 
claim the double depreciation in any 
one of, or over, the first three years of 
processing or operation. In addition, 
the most advantageous use of the pro- 
posals presumes profits in any one 
of the first three years of over $35,000. 
The twin presumptions that profits 
will arise from new products or in- 
dustries and 50% of one year’s de- 
preciation will stimulate new products 
or industries both seem unfounded. 
(The first opinion, expressed previous- 
ly in this column, remains.) The de- 
ferral of taxes on one year’s deprecia- 
tion matches neither the minister's 
anxiety “. . . to do everything within 
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our (sic) means to encourage in- 
itiative and enterprise” nor the pro- 
mise of “. . . a powerful incentive 
to these ends. ..”. 


In the interests of increasing eff- 
ciency and providing an impetus to 
capital formation, the minister has 
made use of incentive depreciation 
allowances in respect of new capital 
installations. A number of features of 
the regulations render their applica- 
tion somewhat more limited than 
might be apparent. It is suggested that 
the extra depreciation allowed is of 
such a minor amount and the period 
of effective application is of such short 
duration that the capital expansion 
plans of existing corporations will be 
virtually unaffected by the opportuni- 
ties. The concessions allowed new 
companies in the form of a nil base, 
resulting in accelerated depreciation 
on its whole investment in new de- 
preciable assets, would seem to be 
nullified by the provision requiring 
that the special allowance be claimed 
in the year of acquisition. It seems 
unlikely that new companies would 
be making sufficient profits in the 
first year to advantageously avail 
themselves of the extra depreciation. 


Legislation Stimulates Expansion 
Although many companies have 
found considerable mystery and con- 
fusion surrounding the regulations, 
it is recommended that familiarization 
with, and election of, the special de- 
preciation provisions can be advan- 
tageous to companies which are pro- 
cessing new products or expanding. 
Where substantial expenditures in the 
foreseeable future will be necessary 
for replacement facilities, even if re- 
tirement replacement is at equivalent 
cost, there will be a continuing defer- 
ment of tax payments. If the extra 
depreciation is not claimed in the 


effective period, the opportunity is 
lost even though the total deprecia- 
tion allowed over the life of the as- 
sets is unaffected. 


One cannot but applaud the ex- 
pressed intentions of the minister in 
stimulating new capital formation, 
but it is felt that even more liberal 
depreciation allowances and broader 
or more flexible periods of applica- 
tion would not really accomplish the 
results being sought. If encourage- 
ment must be given through capital 
cost allowances, anything short of an 
investment allowance, as explained 
earlier, would seem to fall short of 
the mark. It is quite possible, too, 
that incentives to modernize and re- 
equip (other than those provided for 
new products or depressed areas) 
should not be granted at a time when 
unemployment is still a problem. Al- 
though there are many economic 
theories, it may be that the use of 
new (and probably automated) ma- 
chines will displace more workers 
than would be hired by the machin- 
ery makers. 


THE LAW 
Income Tax Regulations 

A new regulation, 1501, lays down 
the procedure for the registration of 
deferred profit sharing plans. This 
regulation simply requires that the 
employer and the trustee submit a 
letter requesting registration, that the 
company submits a copy of the direc- 
tors’ resolution authorizing the ap- 
plication, and that a copy of the plan 
or agreement be also submitted by 
registered mail. 

For purposes of capital cost allow- 
ance, Schedule B has been revised 
to include storage areas in Class I 
(4%). Schedule K, in which surplus 
manpower areas are prescribed for 
purposes of “double depreciation”, 
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now comprise certain specified areas 
served by the local Unemployment 
Insurance Commission offices located 
in Cornwall, Windsor, Elliot Lake, 
New Glasgow, Amherst, Springhill, 
Newcastle, Edmundston, St. Stephen, 
Sydney, Drumheller, Sorel, Matane, 
Campbellton, Sackville, Louiseville 
and Winnipeg. 


Customs Tariff 

In the March 1961 issue, the pro- 
posed changes to taxing statutes ap- 
plicable to the Customs Tariff were 
outlined. It was the minister's inten- 
tion to permit a more equitable dis- 
tinction to be drawn between goods 
of a “class or kind made in Canada” 
and those of a “class or kind not made 
in Canada”. The proposed amendment 
2A to the Customs Tariff attempted 
to categorize heavy production equip- 
ment, custom-made to specification, 
as “of a class or kind made or pro- 
duced in Canada”, and hence not 
accorded free entry or reduced rates 
of duty if adequate facilities existed 
in Canada for the economic produc- 
tion of such goods within a reasonable 
period of time. Subsection (9) re- 
placed subsection (9) and (10) and, 
in defining “shelf goods”, attempted 
to decide whether they are made or 
not made in Canada according to 
similarity in nature and purpose, ra- 
ther than by the virtually identical 
nature of the domestic and imported 
goods. 
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After rejection of these proposed 
amendments by the Senate, because 
of the lack of appeal from the minis- 
ter’s decision, they were excluded 
from the 1961 amendments, and it 
is probable that they will not be re- 
introduced. 


SELECTED INCOME TAX CASES 


Tax Appeal Board 
Interest payments resulting from guarantee 
of existing bank loans of acquired com- 
panies not deductible by holding com- 
pany which took over balance of loans. 
(Barron, A. L. & Sons Ltd.) 


Compensation for contract cancellation tax- 
able to recipient pulp company — deemed 

a reimbursement for future profits. 
(Great Lakes Paper Company, 
Limited, The) 


Dealer in onion futures “skinned”, abandons 
trading, finances losses with bank loan. 
Interest thereon not deductible, since 
business discontinued. 

(James, T. Howard) 


Lawyer: “Cheques are income when de- 
posited!” 
Minister: “Cheques are income when re- 
ceived!” 
Appeal Board: “Minister wins!” 
(Nousse, Reginald E.) 


Supreme Court of Ontario 
Information required by the Minister for a 
purpose related to the administration or 
enforcement of the Act includes a bank’s 
confidential dealings with a customer. 
(The Canadian Bank of Commerce v. 
The Attorney General of Canada) 
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Education and Trang 


LEARNING ON THE JOB 
BY OBSERVATION 
R. N. A. Kidd, C.A. 


IT HAS BEEN SAD that the duty of the 
junior accountant is “to get ahead in 
the profession”. This simple phrase 
indicates that the work is of a pro- 
fessional nature, and that the junior 
is expected to develop and progress. 
To progress, his observation must be 
keen and penetrating; he should see 
many things that the average person 
would not notice; and he should fore- 
see things which would not occur to 
others. 

Theoretically, on-the-job training 
offers the best opportunity for train- 
ing juniors, particularly in the basic 
phases of auditing practice. For the 
beginner, working on the actual job, 
under the instruction and supervision 
of a competent senior who makes 
a real effort to teach all that can 
be learned from the job, is an ideal 
situation. However, there can be times 
when pressure to complete assign- 
ments may make short work of any 
questions from a junior. The brighter 
juniors will then try to think some 
matters through so that only per- 
tinent questions remain to be taken 
up with the seniors. 


Four Benefits 
The benefits of “learning on the 
job” have been summarized in the 
following four points: 
1. Training in the preparation of 
working papers. 


2. Experience in the application of 
auditing procedures. 

. Training in the preparation of ac- 
counting reports, including finan- 
cial statements. 

4. Training in human relations. 


The fundamental benefit comes 
from exposure to actual business pro- 
cedures and activities. There is the 
opportunity to apply accounting and 
auditing principles and to become ac- 
quainted with the problems of human 
relations which characterize the prac- 
tice of public accounting; and there 
is the unusual opportunity of ob- 
serving many different businesses, and 
of noting the strong and weak points 
in their administration. 

The key to learning for the junior 
is to take careful note of what is ob- 
served, and to develop a questioning 
attitude in carrying out the work. In 
other words, he must acquire a habit 
of skeptical curiosity. Nothing can be 
taken for granted. The junior will 
note that his senior, when vouching, 
expects to see a supporting voucher 
for every entry; or when counting 
cash, etc. makes certain that the cor- 
rect amount is on hand. The respon- 
sibility is to bring out deviations from 
prescribed procedures, weaknesses in 
internal control and the importance 
of bringing to light any irregularities 
or errors in the accounts. 

Every junior has a_ responsibility 


to learn, to practice and to work in 
connection with his own career de- 
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velopment until he masters every as- 
pect of each new assignment. He will 
then find that the choice of auditing 
procedures to be employed in par- 
ticular circumstances, and decisions 
regarding the extent of their appli- 
cation, will come with observation and 
practice. 


Analysis Develops Efficiency 

The junior will only benefit from 
observation if he is keen. As an illus- 
tration, there is the classic case of a 
junior who, when examining certain 
vouchers, noted that some were dated 
February 29, followed by a year 
which was not a leap year. Further 
enquiry revealed that the vouchers 
had been used to support a misap- 
propriation and belonged to a prior 
year. The defaulting employee had 
changed the year on the vouchers, 
but overlooked February 29. 

Sufficient practice will develop self- 
confidence and speed. Speed plays an 
important part in dealing with pro- 


CONSOLIDATIONS 
(Part IV) 
K. H. C. Laundy, C.A. 


This series, to date, has dealt with 
the rules for calculating goodwill, 
minority interest and consolidated 
earned surplus, and has shown how 
these rules are applied to a situation 
involving a parent and single sub- 
sidiary company. The rules explained 
were as follows: 


Computation of goodwill 


Deduct the book value of the sub- 
sidiary’s shares at the date of 
purchase from the cost of those 
shares to the parent company. 
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blems which must be solved quickly 
and economically to the advantage of 
the client. 

The junior must not forget the im- 
portance of keeping a balance be- 
tween theory and practice. Keeping 
up with studies will impart sufficient 
theory so that he will know and 
understand the matters under obser- 
vation. 


Personal Relations 

The ability to get along well with 
people plays a large part in public 
accounting, and training in human 
relations is an important aspect of 
“learning on the job”. The observant 
junior will soon learn to spot the 
senior who, while getting the job 
done, gets on well with clients and 
their staff. The textbooks in auditing 
do not develop these lines, so that 
the junior will be well advised to 
pattern his conduct along the lines of 
those who have perfected the art of 
“the right word at the right time”. 


Computation of minority interest 


Apply the minority shareholding 
percent to the closing balances 
in the equity accounts, i.e., the 
balances at the date of consoli- 
dation. 


Contributing Editors 
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Computation of consolidated earned 
surplus 
Add to the parent company’s earned 
surplus at consolidation date: 
(a) the parent company’s por- 
tion of the change in the 
subsidiary’s earned surplus 
since the date of purchase; 
(b) any intercompany adjust- 
ments to assets and liabilities 
at the date of consolidation 
which affect the earned sur- 
plus account. 
These rules also apply in situations 
other than the single subsidiary rela- 
tionship. The following case _illus- 


Balance December 31, 1956 
1957 profits 
Dividend received 


Dividend paid 


1958 profits 
Dividend received 


Dividend paid 


1959 profits 
Dividend received 


Dividend paid 


1960 profits 
Dividend received 


Dividend paid 


Capital December 31, 1956 — no change 


trates the use of the rules where there 
is both a major and a minor parent 
company. It should be noted that the 
minor parent company and its sub- 
sidiary are first consolidated, and then 
this entity is consolidated with the 


major parent. 


Situation — In 1956, Co. “P” inves- 
ted in 90% of the capital stock of “R” 
at a cost of $142,000. 


In 1958 Co. “O” invested in 80% 
of the capital stock of “P” at a cost 
of $300,000. The earned surplus ac- 
counts of the three companies for the 
years 1957 through 1960 follow: 


oO 


$180,000 


20,000 
8,000 


$208,000 


$173,000 
8,000 


r 
$ 90,000 


$131,200 
5,000 


$133,400 


$220,000 


R 
$ 52,000 
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REQUIRED — Consolidated figures for goodwill, minority interest and earned surplus 
at December 31, 1960. 


SOLUTION 
Goodwill: 
On purchase of “R” — 


Cost to “P” of 90% interest $142,000 
Book value of 90% interest (90% of $100,000 + $52,000) 136,800 $ 5,200 


On purchase of “P” — 
Cost to “O” of 80% interest in consolidated “P” 
Less: dividend received out of pre-acquisition surplus .... 


Adjusted cost $293,840 
Book value of 80% interest: 
“P’s” earned surplus December 31, 1958 .... $131,200 
“P’s” share of the increase in “R’s” earned 
surplus since purchase (90% of $20,000) 18,000 


Consolidated earned surplus 
Less: dividend paid out of pre-acquisition 


141,500 
“P’s” capital 220,000 


$361,500 


Minority interest: 


In “R” — 10% 
“R’s” equity December 31, 1960 


In “P” — 20% 
“P’s” earned surplus December 31, 1960 
“P’s” share of change in “R’s” earned surplus since 
date of purchase (90% of $9,000) 


Consolidated earned surplus December 31, 1960 
“P’s” capital 
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Consolidated earned surplus: 
“O’s” earned surplus December 31, 1960 
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$154,000 


“P’s” consolidated earned surplus Decemer 31, 


PE a IE) ai ch sesenones 


$141,500 


“P’s” consolidated earned surplus December 31, 


1958 (see above) 


Decrease 


MARKETING AND ACCOUNTING 
M. S. Moyer, M.Comm., Ph.D. 


Dr. M. S. Moyer is an assistant pro- 
fessor at the School of Business, Uni- 
versity of Toronto, and a former staff 
consultant with Stevenson & Kellogg, 
Ltd. 


“One of the central areas that the 
discipline of managing needs to ex- 
plore is how an organization func- 
tions. Here are hundreds, if not thou- 
sands of people, each doing his own 
work according to his own knowledge, 
yet their end product is common per- 
formance. What must they know to 
be able to direct their efforts toward 
the common end? What must others 
know about their work and their 
knowledge?” 


These questions should concern 
both the accountant and the mar- 
keter. It is commonly observed that 
the specialist, as he becomes knowl- 
edgeable and accomplished in his 
own activity, tends also to become 
uninformed and unconcerned about 
other activities within his firm. This 
provincialism is nowhere more prev- 
alent than between the accountant 
and the marketer. Evidence is the 
tendency of each to view the other 
in terms of easy, but inaccurate, pro- 
totypes. Thus the marketer may mis- 


149,200 


(6,160) $147,84 


take bookkeeping for accounting, 
while the accountant may mistake 
selling for marketing. One view is as 
incomplete as the other; in modern 
business both are costly misconcep- 
tions. 


In recent years, the marketer’s job 
has been undergoing substantial 
change. Since a business must adjust 
successfully to its environment, the 
framing of viable business policies 
begins with an analysis and under- 
standing of the particular environ- 
ment within which the company in- 
tends to operate. The marketer is 
particularly concerned with two ele- 
ments of the company environment — 
markets and competition. Consequent- 
ly, as markets have become more 
fluid and competition more sophisti- 
cated, the marketing job has become 
more demanding. Successful market- 
ing now requires the coordination of 
a number of related activities which, 
in the past, may have been carried on 
rather independently, or not at all. 
The marketing task has broadened, 
and with it the perspective and abili- 
ties required of the marketer himself. 
What are the marketing manager's 
responsibilities? 





1 Peter F. Drucker, Landmarks of Tomor- 
row, Publishers, Harper & Brothers, New 
York, 1959, p. 91. 
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Market Changes 

First, he must perceive and inter- 
pret changes in the size and quality 
of the markets he seeks to serve. No 
businessman can long forget that his 
activities are “market-justified”.? Shift- 
ing markets continually erode his 
company’s trade position and open 
new opportunities which others may 
grasp. Thus the marketer must be an 
astute student of changing patterns 
of living. Here measurement is dis- 
placing intuition, as sales forecasting 
and market research techniques are 
being developed which can often im- 
prove the analysis of trends in buying 
habits, consumption patterns and mar- 
ket composition. 


Competition, too, must be brought 
under constant critical review. This 
involves far more than a diligent 
scrutiny of comparative prices, for 
competitive thrusts are by no means 
limited to price manipulations by 
other firms within a neatly circum- 
scribed “industry . . . it is not that 
kind of competition which counts but 
the competition from the new com- 
modity, the new technology, the new 
source of supply, the new type of 
organization . . . This kind of com- 
petition is as much more effective 
than the other as a bombardment is 
in comparison with forcing a door.”* 


Product Planning 

In the light of his understanding of 
the market and competition, the 
marketing manager has a major part 
to play in the determination of the 
products and services that his com- 
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pany will offer. Decisions must be 
made as to the branding, pricing and 
packaging of the product, and policies 
must be set as to the bundle of ser- 
vices such as credit, delivery or in- 
stallation which will complete the of- 
fer. Product planning is a crucial 
activity because innovation in prod- 
ucts and services is often a major 
source of competitive advantage. It 
is a difficult area of decision, because 
it often involves weighing the some- 
what conflicting requirements of 
marketing and production operations. 


The marketing manager must de- 
sign the system of distribution which 
will move the company’s product to 
market. This involves a determina- 
tion of the number and kind of whole- 
sale and retail agencies which are to 
handle the product, together with the 
terms which the company will re- 
quire of them. These are weighty mat- 
ters in view of the substantial com- 
mitments involved, and in view of 
the difficulty of modifying or dis- 
mantling a _ distributive network 
should it become obsolescent. 


Selling the Product 


Finally, the marketing manager is 
responsible for the effective communi- 
cation of the company’s offer to the 
market. Here the chief instruments 
available are advertising, sales pro- 
motion and a company salesforce. 
They must be judiciously balanced in 
keeping with the nature of the com- 
pany’s offering and its market goals. 
Some of the particular problems in- 





?The market plays such a pervasive part 
in the ordering of our affairs that we tend 
to overlook the existence of partial al- 
ternatives. For a discussion of a “budget- 
justified” economy see Kenneth E. Bould- 
ing, “Symbols for Capitalism,” Harvard 


Business Review, Vol. XXXVII, No. 1, 
(January-February, 1959), pp. 41-48. 


3 Joseph A. Schumpeter, Capitalism, Social- 
ism and Democracy, Publishers, Harper 
& Brothers, New York, 1950, p. 84. 
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volved include the choice of adver- 
tising themes, copy media and the 
recruiting, selecting, training, direct- 
ing and evaluating of company sales- 
men. 

This is a substantial catalogue of 
responsibilities. To assist his judg- 
ment in dealing with them, the mar- 
keter may draw on a wide array of 
specialists, including the accountant. 
The psychologist, sociologist and an- 
thropologist employ a number of con- 
cepts and techniques which have 
proven useful in the analysis of buy- 
ing behaviour and in the management 
of salesmen. The specialist in opera- 
tions research can aid in the resolu- 
tion of complex problems concerning 
optimum inventory size, the most ad- 
vantageous disposition of field ware- 
houses, and the most effective size 
of salesforce. The economist offers 
analytic tools for intelligent price- 


setting and for making informed 
choices from alternative capital out- 
lays. The statistician has developed 
procedures which are of value in such 
areas as sales forecasting, quality con- 
trol and market surveys. 


Working with the Accountant 

The marketer relies on the account- 
ant as well, but usually less than he 
could and should. Cost control and 
cost analysis have not been applied 
to marketing activities with sufficient 
rigor. While it is true that cost ac- 
counting techniques are more readily 
applied to more standardized activi- 
ties, it is also true that marketers 
have allowed an understandable zeal 
for volume to obscure the profit op- 
portunities in cost reduction. “Sales 
will cure anything” is an appealing 
half-truth. Perhaps, too, the account- 
ant has been unduly reluctant to “sell” 
accounting to his associates. 

For whatever reasons, many op- 
portunities remain whereby account- 
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ing can contribute to improved de- 
cisions and increased efficiency in 
marketing. Cost control can highlight 
waste at unexpected points and can 
suggest its cause. Cost and revenue 
analysis can aid the marketer in eli- 
minating unprofitable accounts, in 
simplifying product lines, in selecting 
efficient distribution methods, in set- 
ting minimum order sizes and in for- 
mulating discount schedules. 


In marketing, organized knowledge 
is less developed and business prac- 
tice is less uniform than in account- 
ing. By and large, the marketer lacks 
the accountants’ “generally accepted 
principles.”* Yet marketing is matur- 
ing, both as an area of scholarly en- 
quiry and as a field of management 
practice. To the extent that he is 
knowledgeable about marketing, the 
accountant can contribute significant- 
ly to these developments. 


Two Useful Books: 

E. Jerome McCarthy, Basic Mar- 
keting; A Managerial Approach. 
Homewood, Ill: Richard D. Irwin, 
Inc., 1960. A readable introductory 
book dealing with marketing man- 
agement and marketing’s place in the 
economy. 


Donald R. Longman and Michael ; 
Schiff, Practical Distribution Cost’ 
Analysis. Homewood, Ill: Richard D. 
Irwin, Inc., 1955. An authoritative 
treatment of the application of cost 
analysis to marketing operations. 


4 The lack is a relative one, of course, since 
“the wide variety of accounting principles 
and their continual evolution make it very 
difficult to determine at any given time 
just what principles are generally accep- 
ted.” W. Barry Coutts, “Generally Accep- 
ted Accounting Principles,” The Canadian 
Chartered Accountant, Vol. LXXV, No. 1 
(July, 1959), p. 53. 
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ACCOUNTING 


“EMERGING TOOLS FOR MANAGERIAL 
AccounTING” by Norton M. Bedford; 
NAA Bulletin, Section 1, October 1961, 
pages 31-37. 


In discussing the role of accounting 
in the decision making process, Pro- 
fessor Bedford points to decisions that 
accountants must make about their 
own professional development. 


The management function in our 
economy embraces administration, 
leadership and decision making, writes 
Professor Bedford. The traditional 
view restricted management to the 
first two processes, with the decision 
process relying heavily on judgment. 
In the traditional conception, the role 
of accounting was restricted to provid- 
ing management with information on 
past activities. Rarely knowing what 
types of decision would be based on 
the information given, accountants 
provided information that was broad 
and general, and represented only 
trough guides to action. 


In a rapidly changing economy, 
past experience loses its value and, 
says the author, managers have had to 
turn to a more scientific basis for de- 
cision making. One important influ- 
ence on the process has come from 
the behavioured sciences with an em- 
phasis on motivation, leadership and 
communication. The process is group 
oriented and assumes that people are 


basically non-rational. A second in- 
fluence has come from mathematics 
and simulation methods. This process, 
which is the latest emerging view, 
assumes complete rationality in the de- 
cision making process, and is con- 
cerned with the right decision for a 
pre-selected objective. 


Professor Bedford asserts that, if the 
administrative process turns toward 
the behavioural sciences as a basis for 
decision making, accounting tech- 
niques must change to prcvide data 
useful for a variety of objectives on 
which a decision must be made. 
Originally developed on the assump- 
tion of profit maximization, account- 
ing must now be related to such ob- 
jectives as stability of operations or 
worker satisfaction. Depreciation, for 
instance, might be reported as an 
interval estimate, with a _ point 
estimate given for each purpose or 
objective. 


If the administrative process tends 
in the direction of management 
science, many of the crude estimates 
used in accounting will have to be 
replaced, he continues. In planning. 
for instance, the accountant would 
have to accurately measure the in- 
fluences bearing upon the alternative 
courses of action available to achieve 
a given objective. 

It is likely that both behavioural 
science findings and mathematical 


tools will be used to an increasing 
extent in the administrative process, 
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and the accounting function broaden- 
ed accordingly. Thus, the accountant 
must prepare himself for a much 
higher level of competence than he 
has now if he is to maintain his posi- 
tion as an adviser to management. 
Specifically, accountants should study 
finite mathematics, including such 
topics as set theory and matrix 
algebra, and should absorb tools in 
probability, programming and simula- 
tion techniques. In addition, the re- 
search methods of social science 
should be studied, Professor Bedford 
advises, with emphasis upon research 
in psychology. The accountant with- 
out these tools, he warns, will play a 
less important role in society; with 
them, his role in the future economy 
will be increasingly esteemed. 


“PROFITABILITY INDEX IN INVESTMENT 
VaLuaTION” by W. D. McEachron; 


The Controller, October 1961, p. 475- 
482. 


A primary responsibility of business 
management is the selection of pro- 
jects in which to invest the company’s 
funds. They involve long-term com- 
mitments of total corporate resources, 
both capital and labor, and instructive 
future courses of action. The invest- 
ment decision process is divided by 
the author of this article into four 
steps: conception, estimation, evalua- 
tion and decision. His paper is con- 
cerned with the rational and signif- 
icance of the “profitability index” 
approach, as applied to the evalua- 
tion area, and how it relates to the 
final decision. 


The first section of the paper shows 
the underlying concept of P.I. and 
how estimates are derived. The 
second relates P.I. to corporate ac- 
counting and the third deals with the 
relationship between judgment and 
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P.I. Eleven tables and 10 figures 
supplement the narrative. 


Profitability Index is a modified 
form of the discounted cash flow con- 
cept. It is “a comprehensive tool,” the 
author says, “for measuring the eco- 
nomic quality of practically any type 
of new-investment proposal. It is ex- 
pressed in terms of a single number 
representing per cent annual return on 
investment. Since P.I. is derived from 
the after tax cash-flow schedule for 
the project under consideration, it is 
independent of accounting classifica- 
tions except as they may affect in- 
come taxes.” 


In numerous examples, Mr. Mc- 
Eachron shows how P.I. weighs all 
cash income and expenditure over the 
entire life of a project. It takes into 
account project life, variable income 
pattern, delayed investment, salvage 
value and rapid amortization, and 
gives comparable results for all types 
of investments. 


In contrast to corporate accounting, 
the profitability index, as illustrated 
by McEachron, takes into account the 
time value of money. Corporate ac- 
counting, he says, is relatively static 
with a time dimension of one year or 
less, and represents an annual cross- 
section of the total firm. Thus, P.I. 
extends the concepts of corporate ac- 
counting to cover the entire life span 
of the project under consideration. 


From the standpoint of the decision 
maker, P.I. is said by Mr. McEachron 
to speak in a language that is com- 
patible, both with considerations of 
judgment, and with the cost of capital. 
Until we can quantify intangibles and 
forecast the future with great preci- 
sion, the P.I., he suggests, will be a 
powerful investment evaluation tool 
for those who have to make the de- 
cision. 
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“CasH FLow ANALYSIS FOR MANa- 
GERIAL ControL” NAA Research Re- 
port No. 38. National Association of 
Accountants; $2.00. 


This report presents techniques 
used to collect and to report financial 
data relevant to the management of 
cash in a business. In brief, these 
techniques comprise: 


1. Short period cash forecasts and 

cash budgets 

2. Long range cash forecasts 

3. Reports for communicating cash 

flow data and position figures. 

Such techniques support practical 
methods for acceleratory cash flow 
and improving the utilization of cash. 
To increase the accountant’s effective- 
ness as an active participant in finan- 
cial management, some of these 
methods are also briefly described. 
Material presented is drawn largely 
from practices reported by 42 com- 
panies. 

Cash flow reports, used by com- 
panies participating in the study, fall 
into two categories: (1) short period 
summaries of cash receipts and dis- 
bursements, and (2) longer period 
summaries of transactions underlying 
financial changes. 

Short period reports showing fore- 
casts, by days or weeks, of cash re- 
ceipts and disbursements and balances 
for one to three months ahead, are 
used principally by financial execu- 
tives directly responsible for manage- 
ment of cash. 

Reports covering longer periods and 
a broader scope of transactions are 
prepared for all members of the top 
management group, and show how 
operations have been, or will be, 
financed. The term “funds”, rather 
than cash, is often used in describing 
these statements because they do not 
always distinguish cash from other 
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near-cash assets. However, cash or 
funds flow statements prepared for in- 
ternal use usually differ from the 
sources and applications of working 
capital included in some published 
financial statements. The study in- 
dicates that management finds little 
use for the latter type of statement. 


Reports seen in the N.A.A. study 
usually tie opening and closing cash 
balances. Sources and uses are sum- 
marized in significant classes. Major 
sources, generally, are cash generated 
by operations, borrowing and sale of 
capital stock. Uses of funds are com- 
monly grouped under investments in 
the business, payments to suppliers of 
capital for interest, debt reduction, di- 
vidends, taxes and miscellaneous items 
of material size. While cash flow re- 
ported is an approximate figure, it ap- 
pears to be precise enough for in- 
tended purposes. 


ECONOMICS 
“CONSUMER INVESTMENT AND BUSINESS 
INVESTMENT by George Katona, 
Michigan Business Review, June 1961, 
pages 17-22. 

Fiscal measures designed to stim- 
ulate investment activity in the econo- 
my are usually directed toward busi- 
ness investment. In this article, Pro- 
fessor George Katona, an expert in 
consumer economics, argues that in- 
centive measures should be extended 
to consumer investment in housing 
and durable goods, and to investment 
in human capital. 

He documents his case with data, 
showing that annual expenditures on 
producers’ durable plant and equip- 
ment in the United States are much 
smaller than consumer expenditures 
on housing and durable goods. In 
1960, for instance, expenditures on 
non-farm producers’ plant and equip- 
ment amounted to $41.3 billion, 
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whereas consumer investment ex- 
penditures were $64.7 billion. Further- 
more, the U.S. stock of consumer dur- 
ables in the United States in 1960 was 
estimated to be $600 billion. Busi- 
ness investment in plant and equip- 
ment, in contrast, has been valued 
at $300 billion. 


According to Professor Katona, net 
stocks per household more than 
doubled from 1946 to 1955, account- 
ing for much of the prosperity dur- 
ing these years. But during the last 
five years, he reports, the rate of in- 
crease in consumer possessions slowed 
down. The provision of incentives for 
consumer expenditures would, in his 
view, stimulate economic growth. The 
location of consumer goods’ indus- 
tries is different from that of manu- 
facturers of producers’ equipment, so 
that the incentive effects of stimula- 
tion would complement the measures 
designed to spur investment by busi- 
ness firms. The reactions of con- 
sumers, says the author, are normally 
speedier than those of businessmen 
because consumer planning periods 
are typically shorter. Thus, the spark 
would probably spread faster from 
consumer investment than from busi- 
ness investment. 


Readers who accept the argument 
that ours is an “affluent society” will 
not, of course, support Professor 
Katona’s view. They believe that we 
already have an over-abundance of 
consumer goods. Public investment 
should, therefore, be financed by cut- 
ting back on investment by con- 
sumers. In rebuttal, the author argues 
that private and public opulence go 
hand in hand; that it is not one or 
the other, but both or none. 


Economists teach that consumption 
is a function of income. Today, states 
Professor Katona, income is a function 


of expenditure; in people wanting 
more and better things for themselves 
lies the most powerful incentive to 
enhance production, efficiency and 
over-all economic growth. 


“HELP FROM THE CoMPANY Econo- 
Mist” by Henry B. Arthur. Harvard 
Business Review, September-October 
1961, pages 80-86. 


As the economy becomes more com- 
plex, business more competitive and 
firms larger in size, a high order of 
technical competence in the work 
done is required to back up business 
decisions. But all too often, there is a 
lack of communication between the 
management of a company and the 
technical staff. The author of this 
article, at one time a company econo- 
mist, states the economist can help 
bridge the gap between highly tech- 
nical research and practical business 
action, and thereby make a significant 
contribution to decision making. 


Many companies report that the 
economist has been especially useful 
both in the clarification of objectives 
and in screening opportunities. Other 
companies have found that in plan- 
ning capital outlays, profits and new 
products many variables have to be 
reviewed for their economic validity. 
A third function, falling within the 
province of an economist, is that of 
analysis and appraisal of economic 
factors in the formation of internal 
policy and in the making of decisions 
which affect the current operation of 
the business. Here the economist, as 
reported by the author, helps to ap- 
praise the performance of essential 
economic functions, to review estab- 
lished policies (such as transfer pric- 
ing or LIFO accounting) and to 
analyze the effectiveness with which 
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profit opportunities are being realized. 


Most of the successful company 
economists are reported by Mr. Arthur 
to be competent professionally, have 
a sense of organization, a demon- 
strated problem-solving ability and an 
ability to communicate. They can be 
of great assistance to business man- 
agers and to controllers if they are 
correctly placed in the organization. 
Ideally, says the author, they should 
report to a general corporate officer 
and, in many cases, to the chief 
executive officer. 


FINANCE 

“LEASE oR Buy?” by W. G. Zeller. 
Cost and Management, October 1961, 
pages 406-414. 


Leasing has been an established 
method of acquiring capital assets for 
many years, the author points out, and 
will become even more important in 
the future. We have been leasing or 
renting telephones, utilities, homes 
and equipment for years, and will 
have to extend the practice if we are 
to maintain a high rate of effective 
demand in a mass production econo- 
my. In this article, Mr. Zeller weighs 
the pros and cons of automobile and 
truck fleet leasing as compared with 
company-owned transport. 


Leasing of automobiles offers many 
advantages over company ownership: 
it eliminates capital investment, pre- 
determines and stabilizes fleet operat- 
ing costs, releases executives from fleet 
supervision and administration, elim- 
inates having surplus units for peak 
demands and creates a tax deductable 
charge. These, however, have to be 
balanced against some disadvantages: 
leasing is more expensive than own- 
ing, it is too expensive for low mile- 
age operation, service is sometimes 
poor and commitments to the lessor 
are for a long period. 
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There is no set rule governing the 
advisability of leasing in preference 
to ownership, states the author. The 
company contemplating fleet-leasing 
must determine its objective, weigh 
the respective advantages and disad- 
vantages and then decide accordingly. 
Many leasing companies will conduct 
a feasibility survey on behalf of a 
prospective customer. 


PROFESSIONAL 

“CONSIDERATIONS IN ENTERING THE 
Export Fretp” by R. H. Kulka. The 
New York Certified Public Account- 
ant, October 1961, pages 686-691. 


Chartered accountants in public 
practice can play a useful supporting 
role in the Department of Trade and 
Commerce export .promotion pro- 
gramme. As _ professional advisers, 
they can alert their clients to oppor- 
tunities in growing markets overseas. 
They may also express views on the 
desirability of exporting some part of 
output, no matter how small, when 
operations are below capacity. They 
may advise on the steps to be taken 
and the financial aspects of export op- 
erations. For these reasons, this article 
is commended to practising members 
of the profession. At this stage in 
Canada’s economic development, it is 
incumbent for all of us to enhance our 
knowledge of the basic aspects of 
foreign trade. 


Although directed to American 
readers, this article is general enough 
that its contents are appropriate for 
readers in Canada. It furnishes ac- 
countants with a broad picture of the 
initial research required, the organiza- 
tion of an export operation and its 
financing, independent specialist aid 
available on this continent and 


abroad, and credit and _ collection 
problems. According to Mr. Kulka, 
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there are currently 90 foreign markets 
that have possibilities for American 
(and therefore, Canadian) business- 
men. 


“How To MAKE THE Top”, Dun’s Re- 
view and Modern Industry, October 
1961, pages 46-47. 


A survey of the 200 top companies 
in American industry shows there is 
one proven way of “reaching the top”. 
Specialization and technological prog- 
ress notwithstanding, the findings 
show that the man who has the best 
chance of achieving the pinnacle of 
success in industry is in general man- 
agement. No less than 18.5% of those 
who rule the largest companies in 
America today came up by that route. 


The survey finds that the self made 
man, without education or training, 
would seem to have little chance of 
reaching the top. Only 5% of those in 
the survey started out in menial jobs. 
Their place is being taken by men 
whose training enables them to start 
out higher up the advancement 
ladder. 


Engineers are the second most like- 
ly men to hold senior executive posi- 
tions, with 17.5% of leaders of Amer- 
ican industry having that background. 
Lawyers and salesmen are next in 
line, but financial men, according to 
Dun’s survey, are gaining ground 
rapidly. They are reported to have 
the specialty that comes closest to 
being the modern counterpart of the 
old-time entrepreneur. 


Family connections appear to be 
of diminishing importance in indus- 
trial advancement. Business today is 
said to be too complex to permit a 
man to succeed on family connections 
alone. And with so few large com- 
panies in private hands, a company 
which keeps an incompetent man in 


control risks the ire of its stockholders 
and possible proxy fights. 


BOOK REVIEWS 


“Sampling Tables for Estimating Error 
Rates or Other Proportions by R. G. 
Brown and L. L. Vance; published by 
the Institute of Business and Econ- 
omic Research, University of Califor- 
nia; $6.00 

Many accountants have had their 
interest in statistical sampling, as an 
audit technique, aroused by articles 
in professional journals. The vast 
majority take one look at the complex 
formulae with which these articles 
usually abound and pass rapidly to 
the next article. 


This book avoids formulae and de- 
scribes, briefly and in understandable 
language, the use of statistics in audit- 
ing. As the authors point out, very 
few auditors check each transaction of 
a client’s business in order to form an 
opinion as to the adequacy of the sys- 
tem of internal control and the re- 
liability of the financial data. Tables 
are provided in the book of predeter- 
mined test (or sample) sizes based on 
assumptions made by the auditor as to 
the volume of the data which is to be 
tested, the error rate present in that 
data and the degree of reliability that 
the auditor desires. 


There is a clear introductory ex- 
planation of the uses of statistical 
sampling in auditing, and some prac- 
tical methods by which auditors can 
take advantage of these techniques by 
using the tables described above. 


There follows a case study of an 
accounts receivable confirmation, in 
which the number of accounts to be 
circularized is determined in two 
ways. First, in the usual manner of 
the auditor’s judgment (this results in 
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a sample of 2,273 accounts) and 
secondly, by the use of the tables pro- 
vided in the book (this results in a 
sample of 474 accounts). The ac- 
counts selected by both methods were 
then sent out on forms requesting 
positive confirmation and the results, 
both in percentages and in the type 
of errors disclosed, were amazingly 
similar. This case study, which is 
clearly and logically presented, may 
help to convince accountants that 
statistical sampling can be of use to 
them in their work. 


There are four points which relate 
specifically to this publication, and 
which should be noted by the reader: 
(1) No figures are given of the cost 

of each type of confirmation pro- 
cedure outlined in the case study. 
Comparative costs are, after all, 
often the deciding factors in mak- 
ing changes from existing pro- 
cedures. 

Only one method of sampling is 
discussed in the book, and accept- 
ance sampling (the type most 
commonly used for quality con- 
trol in the field of production) is 
barely mentioned. 

The danger of persons, unversed 
in statistics, believing that these 
tables are a complete answer to 
all of their problems. 

The fact that each strata of a 
population, required by the 
authors to be regarded as a sep- 
arate population, will increase 
sample sizes. This is especially 
true where tests are being made 
of procedures relating to strata 
with different expected maximum 
error rates. 


It is only fair to state that statistical 
sampling is a complex field and the 
reader must realize that the authors 
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have simplified the subject in order 

to make it more readily understand- 
able. 

E, J. NEWMAN, C.A. 

Montreal, P.Q. 


“Canadian Issues: Essays in Honour 
of Henry F. Angus” Edited by Robert 
M. Clark: University of Toronto 
Press; 371 Pages; $7.50. 


It would be difficult to imagine 
a more appropriate tribute to one of 
Canada’s most eminent and erudite 
scholars. In addition to a full and 
active teaching career at the Univer- 
sity of British Columbia in the De- 
partment of Political Science and 
Economics, and as Dean of Graduate 
Studies, Henry F. Angus has served 
on several Royal Commissions which 
have contributed significantly to 
Canadian development — most not- 
ably the Rowell-Sirois Commission 
on Dominion-Provincial Relations, de- 
scribed by Dr. Clark as “. . . probably 
the most significant document in the 
history of government finance in 
Canada since Confederation.” 


Dr. Clark, who has been both a 
student and a colleague of Dean 
Angus, has chosen wisely and widely 
in selecting the essays in this volume. 
It is impossible to attempt even a 
summary of the material covered in 
this interesting book, but a listing of 
some of the papers and their au- 
thors may give an indication of the 
breadth and depth of this volume: 
“Administration and Democracy” by 
Henry F. Angus; “Constitutional 
Trends and Federalism” by James A. 
Corry; “Canada and ‘Colonialism’ in 
the United Nations” by F. H. Soward; 
“Some problems of Canadian Trading 
Policy” by J. Douglas Gibson; “Chang- 
ing Trends in World Trade” by John 
J. Deutsch; “Government Policy and 
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Just Published ... 
Tax And Estate 
Planning 
by 


Ravtew R. LOFFMARK, B.A., M.B.A., C.A. 
with SECTION ON QuEBEC Law 


by Gordon D. McKay, Q.C. 


This is the first comprehensive collec- 
tion of the many considerations neces- 
sary in the drawing up of reliable estate 
plans in Canada. 

Professor Loffmark, qualified both as 
a lawyer and a chartered accountant, 
provides an extensive guide to the most 
advantageous disposition of Property, and 
assets to minimize estate Sue and io 
come taxes. Trusts, Wills, G 
ployee Benefits, Forms of Seni, 
and Life Insurance are among the topics 
discussed. An extensive set of forms 
and precedents is included. 

The book is in loose-leaf form, so that 
replacement material can be issued as 


required, $25. 00 
The CARSWELL COMPANY Ltd. 


145 ApELAIE STREET WEsT 
Toronto 1, ONTARIO 


10% Cash Income 
Per Annum 
payable monthly 


@ Plus all benefits of property 
ownership 


@ Limited Liability © Tax Shelter 


A Totally New Real Estate 
Investment Possibility 


Call or write for prospectus 
Realty Equities Company 
of Canada Ltd. 


1010 St. Catherine Street W., 
Montreal UN. 6-9891 


Offering made by prospectus only and 
valid only in the Province of Quebec 





the Public Lands” by Anthony D. 
Scott; “Some Contrasts and Similari- 
ties in Canadian, American and 
British Procedures for the Examina- 
tion of Monopolistic Situations” by 
Albert S. Whitely; “The Export of 
Electricity from Canada” by A. E. D. 
Grauer; “The Shrinkage in the Value 
of Money” by Joseph A. Crumb; 
“Trade Unions and Inflation: United 
States and Canada” by Stuart M. 
Jamieson; and, finally, a paper by Dr. 
Clark himself based on his work for 
the Federal Government — “Some 
Reflections on Economic Security for 
the Aged in Canada.” 


Rarely has so much valuable ma- 
terial been so well presented in such 
a concise manner. This book should 
be read, and probably re-read, by 
every thinking Canadian businessman 
concerned with long-run trends and 
the future of his country. 

R.D.T. 


Publishers’ Addresses 


The Controller, 2 Park Ave., New York 
16, N.Y. 


Cost and Management, P.O. Box 176, Ham- 
ilton, Ontario. 


Dun’s Review, 99 Church Street, New 


York 8, N.Y. 

Harvard Business Review, Soldiers Field, 
Cambridge, Mass. 

Michigan Business Review, School of Busi- 


ness Administration, University of Mich- 
igan, Ann Arbor, Mich. 

N.A.A. Bulletin, 505 Park Ave., New York 
22, N.Y. 

New York Certified Public Accountant, 355 
Lexington Ave., New York 17, N.Y. 

Institute of Business and Economic Re- 
search, Univeristy of California, Berkley, 
California, U.S.A. 
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THE BURROUGHS SERIES F 5000 
DUAL PRINTER SENSIMATIC ACCOUNTING MACHINES 


In recent issues, this department 
has reviewed some of the significant 
developments which have taken place 
in the use of data processing equip- 
ment. In Canada, however, the major- 
ity of companies are not yet in a posi- 
tion to use electronic computers, or 
even punched card equipment. For 
them, conventional accounting mach- 
ines with their many and varied fea- 
tures are adequate, and, indeed, vital 
to the performance of an efficient 
operation. 


This review describes one such ser- 
ies of machines now on the market: 
the Burroughs series F5000 dual 
printer sensimatic accounting ma- 
chines, which were introduced in 
January, 1961, by Burroughs Business 
Machines Limited. There are now 
more than 100 of these machines in- 
stalled across Canada. 


The Machine 

The Burroughs series F 5000 dual 
printer is designed to handle all 
applications that require simultaneous 
original print on two records, such 
as ledger cards and customer’s state- 
ments. It can also be used effectively 
to perform all routine accounting 
functions which require an original 
print ledger and journal. 


Printing Head 

The machine has two printing 
heads, located 7k” apart. An inde- 
pendent printing format is provided 
for each head, with a selection of 
nine different printing controls pos- 
sible for each. The dual printing 
heads can print similar information 
on two records, simultaneously, with- 
out using carbon paper, and can be 
used in unison, with one controlled 
by the other, or independently, as re- 
quired. Additional features of the 
dual printer are its ability to suppress 
certain portions of the information in 
either printing head, and to identify 
credit data in red as well as by 
symbols. The front form guide as- 
sembly allows positive alignment of 
all sizes of front feed forms, and full 
visibility of the printing area, whether 
the carriage is open or closed. 


Keyboard 

The full keyboard is comprised of 
a bank of 15 rows of keys, chiefly 
numeric, which are used for data 
input. The first four rows are usually 
reserved for date, month, year and 
symbols, while the next 10 rows are 
used for amount, thus allowing a 
maximum input of 10 digits at one 
insertion. The final row contains the 
keys for push-button distribution or 
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random access from the keyboard to 
any desired memory unit. Where 
push-button selection is not used, the 
appropriate memory units are desig- 
nated by the control centre. Four 
single-purpose motor bars are con- 
tained in the next bank, controlling 
tabulations to different positions, 
skipping and returning, according to 
the programme set up in the control 
centre. A sample set-up for the four 
motor bars might be: 


Bar 1, multiple entry-space and 
return: Bar 2, single posting oper- 
ation: Bar 3, multiple list and space 
up: Bar 4, expressway to distri- 
bution columns. 


The remaining bank of keys allows 
the operator to override the estab- 
lished programme and revise entries 
or correct errors. The keyboard also 
contains two column selector keys to 
move the carriage, so that the opera- 
tor may either make selection of spe- 
cific columns or use automatic column 
selection. 


Above the keyboard is a form 
heading holder, which contains the 
form headings to assist the operator 
in establishing the exact location of 


the printing heads and in selecting 
the keys to be used for contra, re- 
verse or unusual entries. This simpli- 
fies operation training, but is seldom 


referred to by the experienced oper- 
ator. 


Other Features 
The following are among the op- 
tional features available: 

Additional programme control 
centres, extra date section, form 
magazine, date key lock, special 
motor bar markings, different car- 
riage lengths, automatic rejection of 
incorrect balances (A.R.1.B.), en- 
forced use of keys, split platen. 


Machine Control System 


The F5000 dual printer is con- 
trolled through its programme control 
centre which, mechanically, does 
operations performed electrically in 
other equipment systems by pin 
boards, plug boards and tapes. Con- 
trol centres are individually con- 
structed to meet the specific require- 
ments of each application, and can 
be re-programmed if a change in 
procedures occurs. When the control 
centre is set for an accounting opera- 
tion, the figures are indexed on the 
keyboard, the motor bar is depressed 
and the dual printer automatically 
goes through the required series of 
bookkeeping operations. 

Each control centre contains the 
programme for four or more account- 
ing routines. To change applications, 
a turn of the programme selector 
knob is required. Control centres are 
interchangeable, and may easily be 
removed from the front of the 
machine by the operator. 


Operation 

The machine is operated by de- 
pressing the selected motor bar. In 
one machine cycle, identical data is 
printed on two records, thus elimin- 
ating unnecessary carriage travel and 
increasing the speed of the operation. 
This feature would allow an increase 
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in daily posting capacity of 30% over 
that of a conventional single print 
machine performing a comparable 
type of operation. 

Machines are available with two to 
19 full capacity totals, including 
cross-footing. They can be program- 
med to prove correct operator distri- 
bution into the various columns and 
memory units, with line-by-line zero 
proving. The amount to be distributed 
is processed into the appropriate 
memory unit by depressing the rele- 
vant memory unit selection key be- 
fore the motor bar is depressed. 

All models of the F 5000 series dual 
printer are available with paper tape 
or punched card output. 


Machine Applications 
Some typical applications for this 

series of machines are: 

1. Accounts Receivable — ledger and 
customer statement with journal. 

2. Accounts Receivable — aged analy- 
sis — trial balance and aged cust- 
omer statement. 

3. Accounts Payable — ledger and 
remittance advice with expense 
distribution. 

4. Fuel Oil Accounting — degree day 
posting. 

5. Credit Union Accounting. 

6. Public Utility Billing. 

Other general applications: 
Inventory Ledger, Production 
Control, Payroll, General Ledger. 


Installation 

There is no inherent difficulty in 
converting from a manual system to 
a mechanized accounting machine ap- 
plication. In many cases, it is un- 
necessary to adopt a parallel system 
during the changeover period. 

It should be realized that mechan- 
ization of the existing system is not 
necessarily the best approach; rather, 
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the conversion plan should encompass 
a complete systems review to ensure 
the utmost productivity and efficiency. 


The operator is trained on the job 
by the Burroughs company. It is de- 
sirable to train at least two members 
of the existing staff for each machine 
installed. 


Costs 

The price-range for the F 5000 dual 
printer depends on the complexity of 
the individual machine. 


Purchase 

The basic model, style F 5100, with 
two registers or totals, is available for 
purchase at $3,750, plus provincial 
sales tax, as applicable; while style 
F 5500 is priced at $8,535, plus pro- 
vincial sales tax. The hook-up for 
numeric read-out for data recording 
to punched paper tape or punched 
cards is available at $955, plus pro- 
vincial sales tax. 


Leasing 

Dual printers may be leased from 
the manufacturer at monthly rates, 
ranging from $113 to $281, plus pro- 
vincial sales tax; while the read-out 
rents for $29 per month. 


Accounting Machine Manufacturers 

Friden Incorporated, Joseph McDow- 
ell Sales Ltd., 36 Mobile Dr., 
Toronto 

International Business Machines 
Company Limited, Don Mills, 
( Toronto) 

Monroe Calculating Machine Co. of 
Canada Ltd., 430 King St. West, 
Toronto 

National Cash Register Co. of Can- 
ada Ltd., 117 Eglinton Ave. East, 
Toronto 
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Remington Rand Ltd., 984 Bay Street, 
Toronto 
Smith-Corona 


(Canada) Limited, 


Data Processing Division, 27 Carl- 
ton Street, Toronto 
Underwood Limited, 12 Shuter Street, 
Toronto. 
This department is designed to in- 
terest readers in significant develop- 
ments occuring in office equipment. 
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Further details should be obtained 
from an equipment manufacturer be- 
fore any decision is made as to 
whether use should be made of the 
equipment. Inquiries should be re- 
ferred to the manufacturer concerned. 

In the February issue, this depart- 
ment will review the Remington 
Rand Univac Solid State 80/90 Com- 
puter System. 





NEWS OF OUR 


Alberta 

D. J. Morrison, C.A., has been appointed 
secretary-treasurer of Royalite Oil Co., Ltd., 
Calgary. 

J. D. Campbell, C.A., has been appointed 
director of hospital services for the Depart- 
ment of Health in Alberta. 

Mackenzie, Sheridan, Matthew & Co., 
Chartered Accountants, announce the re- 
moval of their offices to 5914 Gaetz Ave., 
Red Deer. 

Winspear, Hamilton, Anderson & Co., 
Chartered Accountants, Calgary, announce 
the admission to partnership of V. K. Olson, 
C.A. and W. G. Stephen, C.A. 

James Kerr, C.A., has been elected to the 
board of directors of Bohemian Maid 
Brewing Co. Ltd., Edmonton. 


British Columbia 

James Brown, C.A., has been elected a 
member of the West Vancouver Board of 
Trade. 

G. S. Ashley, C.A., announces the opening 
of an office for the practice of his profes- 
sion at 372 Barmond Ave., Richmond. 

H. J. B. Macdougall, C.A., and B. P. 
Higgins, C.A., announce the formation of a 
partnership for the practice of their profes- 
sion at the Ridgemount Chrysler Bldg., 1171 
Marine Dr., North Vancouver. 

Riddell, Stead, Graham & Hutchison, 
Chartered Accountants, announce the ad- 
mission to partnership of K. F. Y. Baynton, 
C.A., in their Vancouver offices. 

J. E. Lindow, C.A., announces the re- 
moval of his offices to Ste. 203, 660 Howe 
St., Vancouver 1. 

Arthur A. Crawley & Co., Chartered Ac- 
countants, Frank Copithorne, C.A., and G. 
A. Chambers, C.A., announce the formation 
of a partnership for the practice of their 
profession under the firm name of Arthur A. 
Crawley & Co., Chartered Accountants, 626 
West Pender St., Vancouver 2. 

Gunderson, Stokes, Walton & Co., Char- 
tered Accountants, announce the admission 
to partnership of K. R. MacKay, C.A., in 
their Victoria office. 

Dickerson & Phillips, Chartered Account- 
ants, announce the removal of their offices to 
745 West Broadway St., Vancouver 10. 


MEMBERS 


New Brunswick 

W. W. B. Dick, C.A., has been elected 
president of the Society of Industrial and 
Cost Accountants for Canada. 


Nova Scotia 


J. A. McCarthy, C.A., announces the 


opening of an office for the practice of his 
profession at 165 Portland St., Dartmouth. 


Ontario 

C. P. Morgan, C.A., has been appointed 
to the board of directors of Frederick’s De- 
partment Stores, London. 

E. P. McDermott, C.A., has been ap- 
pointed assistant comptroller of Polymer 
Corp. Ltd. 

A. D. Downie & Co., Chartered Account- 
ants, announce the merger of their practice 
with Price Waterhouse & Co., Chartered Ac- 
countants, 55 Yonge St., Toronto 1. 

The appointment of Cecil Richards, C.A., 
as Ontario superintendent of insurance and 
registrar of loan and trust corporations, has 
been announced. 

P. G. Dooley, C.A., has been appointed 
secretary and comptroller of Canada Health 
& Accident Assurance Corp. 

Marvin Wenner, Chartered Accountant, 
announces the opening of an office for the 
practice of his profession at 4 Finch Ave. 
W., Ste. 1, Willowdale. 

Ralph Banner, C.A., has been appointed 
comptroller of Continue-Flo Heating Pro- 
ducts, Ltd., Burlington. 

S. A. Gray, C.A., has been appointed sec- 
retary-treasurer of Paton Manufacturing Co. 
Ltd., Sherbrooke, P.Q. 

The election of E. A. Wickens, C.A., to 
the board of directors of Mills, Spence & 
Co. Ltd., Toronto, has been announced. 

William Siegel, C.A., has been invited by 
the government of the State of Israel to 
participate in the 1962 U.J.A. study mission 
in Israel. 

Humpage, Taylor, McDonald & Co., Char- 
tered Accountants, announce the removal of 
their office to Anderson’s Law Office, Bridge 
St., Bancroft. 

Geo. A. Welch & Co., Chartered Ac- 
countants, announce the removal of their 
offices to 173 Church St., Belleville. 
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Quebec 

Riddell, Stead, Graham & Hutchison, 
Chartered Accountants, announce the ad- 
mission to partnership of D. A. R. Murray, 
C.A., and D. H. Tilley, C.A., in their 
Montreal offices. 

S. A. Kerr, C.A., has been appointed 
secretary and assistant treasurer of Dominion 
Tar & Chemical Co., Ltd., Montreal and its 
subsidiaries. Other appointments are: A. G. 
Laschinger, C.A., internal auditor; E. G. 
Aust, C.A., assistant treasurer; and P. R. 
Marchand, C.A., manager of the tax de- 
partment. 

C. B. Brown, C.A., has been elected a di- 
rector of Brinton-Peterboro-Carpet Co. Ltd., 
Montreal. 

G. P. Keeping, C.A., Montreal, has been 


NOT 


INSTITUTE 


ALBERTA INSTITUTE 

Calgary C.A. Club: Bonar S. Lund was 
elected president of the Calgary Chartered 
Accountants’ Club at the recent annual meet- 
ing in the Palliser Hotel. Raymond G. 
Harris was elected first vice-president, and 
William P. Davis was named second vice- 
president. Secretary-treasurer is James 
Pritchard. 

B.C. INSTITUTE 
Accountants’ Fees Seminar: The Technical 
and Research Committee held a seminar on 
accountants’ fees during November, dealing 
with such practical questions as: (a) deter- 
mination of standard billing rates; (b) bill- 
ing according to value of services rendered; 
(c) first engagements; (d) “one-shot” 
clients; (e) fixed fees and adjustments of 
fixed fees; (f) surveys of fees and minimum 
fee schedules; (g) wording of the bill and 
(h) timing of the bill. The three-evening 
discussions were under the direction of 
J. M. Moynes, C.A. 

Direct Costing Seminar: The Technical and 
Research Committee held a seminar on 
direct costing on November 10, under the 
leadership of J. D. Goforth, C.A. 
Okanagan-Mainline C.A. Club: The 1961-62 
season opened with a dance at the Lakeside 
Hotel in Vernon, when George DesBrisay 
was elected president. Jim Stewart is vice- 
president, and John Wiebe, secretary. 


appointed vice-chairman of the executive 
council of the Canadian Chamber of Com- 
merce. 

J. L. Perry, C.A., announces the opening 
of an office for the practice of his profession 
at 5165 Sherbrooke St. W., Montreal 28. 

M. L. Gascon, C.A., a été élu président 
du “Centre commercial de Montréal”, asso- 
ciation d’hommes d'affaires dévoués aux in- 
téréts du “Quartier Frangais”. 

Maurice Samson, C.A., has been named 
president of the 1961 SJBS Students Honor 
Loan campaign. 

M. A. Miller, C.A., addressed the first 
annual management seminar of the Food 
Services Executives’ Association on Novem- 
ber 7, at the Queen Elizabeth Hotel, 
Montreal. 


ONTARIO INSTITUTE 


Committee on Professional Service to 
Small Business: This new committee has 
been formed to consider the means by which 
the accounting profession might better serve 
small business, and to explore the special 
problems encountered by practitioners in 
dealing with smaller clients. Included are 
such matters as the relationship existing be- 
tween the auditor and his client, the scope 
of the audit examination, reporting and 
management services which should be made 
available by the auditor. Chairman of the 
committee is E. J. Benson of Kingston. 


Retail Sales Tax Meeting: Approximately 
140 students heard Andrew Severn, Director 
of the Retail Sales Tax Branch of the On- 
tario Government, outline the Retail Sales 
Act on November 8 at the Institute’s Lec- 
ture Hall. 


Vocational Guidance Supper: Guidance 
teachers from Metro Toronto’s secondary 
schools, and the C.A. counsellors appointed 
to these schools, were welcomed to the On- 
tario Institute’s guidance night by president 
T. C. Kinnear, F.C.A. A buffet supper was 
held and the 80 in attendance viewed the 
film “The C.A. in Canada.” 


Introduction to Machine Accounting: Two 
lectures on “Basic Introduction to Machine 
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The fourth edition of 
Financial Reporting In Canada — $5.00 


@ a new format @ simplified tables 


The latest information on the generally accepted practices of financial 
reporting as represented by the financial statements of 300 Canadian 
companies for the years 1957, 1958, 1959 and 1960. 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East, Toronto 


Please send me copies of “Financial Reporting in Canada” 


NAME 
(4th Edition, 1961) 


ADDRESS 





Accounting” will be given by A. A. Mackey, 
C.A., on December 11 and 13 at the Insti- 
tute Lecture Hall. 


A GOOD BUSINESS Gift Subscriptions to C.C.A.: Last year, the 
Ontario Institute made more than 200 gift 
subscriptions of The Canadian Chartered 
Accountant to students in the final year of 

AETN A’ & Business or allied courses at Ontario uni- 
versities. The results of a questionnaire sent 
to students who received the magazine last 

CREATIVE FINANCING year indicated that it had been well received 


wae and the Institute’s action appreciated, and 
consequently, the offer will again be repeat- 


BES 
re e O Fi T Sy ed for final year students. 


Council Ballot: Council has adopted a sug- 

gestion to count and tabulate ballots by ma- 

Factoring the AETNA way can chine methods. Under the method to be 
set an entirely new pattern for used in the spring of 1962, names of candi- 
profits for your clients because dates will be recorded on a card, which 
it opens up growth opportunities will then be sent to members. Members 
in such a creative way. Advan- will be asked to mark, in pencil, the names 
tages include: of the candidates voted for, and to return 
‘ the ballots with a signature. After check- 

off and opening by the scrutineers, the cards 


provision of funds when needed . 4 ; : 
will be processed in an optical scanning 


additional working capital machine for punching, thereafter being 


reduction of clerical work tabulated mechanically. Invalid votes (those 
increased production and sales for fewer than 11 or more than 20 candi- 
dates) will be automatically rejected by 
the machine. Capsule biographies of the 
candidates will be sent to members to assist 
them in voting. 


greater profits 
eliminating credit risks 


AETNA’S service is 
unique . . . comprehen- 
sive ... personal. Let us 


Waterloo-Wellington C.A. Club: William 
Pernfuss of Kitchener, was elected presi- 
send you the complete dent at the initial meeting of this associa- 
story. Feel free to discuss tion’s 1961-62 season. Other officers are: 
specific clients’ problems H. C. Cumming, vice-president; Arthur 
with us. Write for free rs Headlam, secretary; and William Mead, 
booklet. treasurer. Directors include R. H. Fickes, 
Donald Scully, Thomas McCauley, Bruce 
McAndres, Paul Greenhill and Reginald 
Kidner. 


Hamilton and District C.A. Club: The 
Chartered Accountants’ Association in this 
area held a dinner meeting on November 2 
with guest speaker Robert C. Berry, C.A., 


AETNA FACTORS giving an address on “Recent Trends in 


CORPORATION LIMITED Corporate Organization”. On November 17, 
MONTREAL: 400 ONTARIO ST. W. — 288-5115 sats he a : 
TORONTO: 80 RICHMOND ST. W. — 362-7508 the association held its sixth annual dinner 

dance at the Hamilton Golf and Country 


Club. 
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CLASSIFIED ADVERTISEMENTS 
All replies to box numbers should be sent to 
The Canadian Chartered Accountant, 

69 Bloor Street East, Toronto 5, Ontario. 
Closing date is llth of preceding month. 





PRACTICE WANTED in the Niagara 
Peninsula either by direct purchase or suc- 
cession arrangement. Size of practice no 
object. Box 416. 

OLD ESTABLISHED FIRM of Toronto 
chartered accountants with both partners 
aged in sixties and having 1961 gross fees 
$75,000.00 would consider merging with 
smaller firm having younger partners. Box 
415. 

PRACTICE WANTED, Toronto, outright 
purchase or part interest up to $60,000. 
Cyril H. Rosenthal & Co., LE 1-2535. 
PRACTICE WANTED: Montreal C.A. 
wishes to purchase small to medium size 
accounting practice. Box 358. 

PARTNER WANTED: Toronto practicing 
Chartered Accountant with $12,000. in ac- 
counts wishes to merge with Chartered 
Accountant of similar size. Box 411. 
PRACTISING MEMBER wishes to buy 
practice or form partnership with right of 
succession, in Toronto or proximity. Box 
409. 

FOURTH YEAR student seeks employment 
with firm of chartered accountants in the 
Hamilton area. Box 413. 


PRACTICE WANTED: Toronto-Hamilton 
area, outright purchase or part interest up 
to $75,000.00. Humpage, Taylor, Mc- 
Donald & Co., 425 Water St., Peterborough, 
Ontario. 

COMPTROLLER WANTED: Established 
Montreal manufacturer requires a comp- 
troller reporting directly to the president. 
An outstanding salary awaits superior 
executive. Reply in confidence to Box 410. 
CHARTERED ACCOUNTANT, 28, bi- 
lingual, seeks position within profession 
leading to partnership or in industry with 
good prospect of advancement. Box 412. 
CHARTERED ACCOUNTANT, B.Com., 
capable administrator, with senior indus- 
trial cost control experience seeks manage- 
ment position. Box 408. 

CHARTERED ACCOUNTANT wanted as 
assistant or associate professor of account- 
ing, depending on academic qualifications 
and experience. Department of Commerce, 
Dalhousie University, Halifax, N.S. 
INTERMEDIATE STUDENT for Toronto 
chartered accountant’s office. Excellent re- 
muneration and future prospects. Box 414. 
CHARTERED ACCOUNTANT, Toronto, 
(Jewish), with small practice, is interested 
in partnership arrangements with more es- 
tablished practitioner. Would also consider 
a staff and office sharing arrangement. Box 
417. 


~ OPPORTUNITY FOR CHARTERED ACCOUNTANT 


We require a Staff Assistant to our Accounting and Auditing Committees. 
His work will include maintaining our manuals of procedure, 

carrying out general and specific research projects with reports, 

and the preparation of technical papers. 

The successful applicant will probably be 35 or under, will have 


a university degree, and a sound academic and general 
business or professional background, plus writing and speaking ability. 


Location Toronto, with some travelling. 


Applicants are requested to give full personal and educational 
particulars, employment history, and salary requirement in 
first letter which will be held in complete confidence. 


REPLY TO 
NATIONAL 
PERSONNEL 
MANAGER 


TOUCHE, ROSS, BAILEY & SMART 
CHARTERED ACCOUNTANTS 
360 St. James St. West, Montreal 1, P.Q. 
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BARRISTERS AND SOLICITORS 


MACLEOD, McDERMID, DIXON, BURNS, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building - - - Calgary, Alta. 


PITBLADO, HOSKIN & COMPANY 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEEN 


Barristers and Solicitors 


Roy Building - - - - - Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 


Barristers and Solicitors 


88 Metcalfe Street - - - - - Ottawa 4, Ont. 


BLAKE, CASSELS & GRAYDON 
Barristers and Solicitors 


The Canadian Bank of Commerce Building - - Toronto 1, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 


Barristers and Solicitors 


The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 
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McCARTHY & McCARTHY 
Barristers and Solicitors 


Canada Life Building, 330 University Avenue - Toronto 1, Ont. 


MELVILLE O’DONOHUE, B.Com. 
Barrister and Solicitor 


12 Richmond Street East’ - - - - Toronto 1, Ont. 


WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street’ - - : - . - Toronto 1, Ont. 


DUQUET, MACKAY & WELDON 
Barristers and Solicitors 


The Royal Bank Building, 360 St. James Street West — Montreal 1, Que. 


HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Advocates, Barristers and Solicitors 


Royal Bank Building - - - - = Montreal 1, Que. 
PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 


464 St. John Street - - - - - Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - - Montreal 1, Que. 


PRATTE, TREMBLAY & DECHENE 
Barristers and Solicitors 
100 Place dYouville, Suite 200 - - - Quebec, P.O. 
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MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 


2236 Albert Street’ - - Regina, Sask. 


LIFE INSURANCE 


MERTON DURANT — ROSS DURANT, C.L.U. 
We offer service based on many years of successful experience. 
Pension Plans, Estates Analysis, Employee Benefit Plans 
THE CANADA LIFE ASSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 


JAMES B. RUSSEL, B.A., B.Com., C.L.U. 
Estate Planning 


SUN LIFE OF CANADA, 200 UNIVERSITY AVE., TORONTO 1 


ELDER, DONALDSON & CROFTS 


CREATIVE ESTATE ANALYSIS BUSINESS LIFE INSURANCE EMPLOYEE BENEFITS 
BUSINESS VALUATIONS — GEO. OVENS, C.P.A. 


Licensed with the London Life Insurance Company 


Chartered Life Underwriters 55 Yonce STREET, ToRONTO, Onr. 


J. ROGER FLUMERFELT AND ASSOCIATES 
Group Benefits Business Insurance _ Estate Planning 
LONDON LIFE INSURANCE COMPANY 


200 St. James St. WEsT MONTREAL, QUE. 


SAMUEL LITWIN, C.L.U. 
Estate and Business Insurance Analyst 


SUN LIFE OF CANADA 


Sun Lire Bumpinc MONTREAL, QUE. 








SOLE UNDERWRITERS OF 
Professional Group Loss of Income Plans 


For 
The Institute of Chartered Accountants of Ontario 
The Academies of Medicine of Hamilton, Ottawa and Toronto 


The Associations of Professional Engineers of Alberta, British 
Columbia, Ontario and Quebec 


The Bars of Montreal and Vancouver, and the Law Association 
of York County 


and over 100 other professional Associations throughout Canada 


Continental Casualty Company 


ASSOCIATION GROUP DIVISION 
Head Office of Canada: 160 Bloor St. E., Toronto 


COMMERCIAL FINANCE FIRMS AS 
“SECONDARY BANKERS” 


| Traditionally the avenues open to smaller businesses for raising funds have been as 

i} follows: 

4 1. borrowing money from friends or rela- 3. selling stock to the public if the company 

i tives had achieved sufficient status 

| 2. acquiring partners 4. turning to the bank 

} Of the above, of course, the bank has been the greatest source of funds, but during the 
past ten years financial institutions in general have been forced by circumstances to hold 

atight money policy towards borrowers. 

This has led to the opening of a fifth major Today, commercial finance companies have 

f avenue of obtaining funds by the smaller broadened their spheres of activity to the 
company — the commercial finance company. point where they actually serve as “second- 

ary bankers”. 

} Although the companies serviced by commercial finance companies may not be bankable 

| at the time, the credit application is just as rigidly screened as if it was a bank loan. 

We maintain the closest possible contact with each of our clients, while at the same 

time avoiding meddling in management affairs. We have developed techniques that permit 

us to maintain a close watch on the volume and quality of the collateral assigned to us. 

We operate at great speed — our alert officers can satisfy themselves and make funds 

available in 48 hours. 


INTER-PROVINCIAL COMMERCIAL DISCOUNT 


CORPORATION LIMITED 
1541 Davenport Rd. Toronto 4, Ont. LE 6-1115 





Electronic bookkeeping at low cost... 


with the 


SIME. 


Punched Card 
input and Output 
are optional features. 


*Trade Mark 


S82 | Y electronic typing calculator 


Ne 


Typing ... calculating ... card punching can be done in one sim 
operation with the desk-size IBM 632 Electronic Typing Calculat 
Purchase orders, invoices, statements, payroll forms, vouchers 2 
many office operations can be processed with speed and accura( 
Any typist can operate it =» Priced low for modest budgets the IB 
632 is a versatile business machine for smaller companies. To ¢ 
basic unit (illustrated above) may be added Punched Card inp 
and output to provide simultaneous preparation of punched cal 
for sales analysis, inventory control, accounts receivable and oth 
accounting and operational analysis reports. With the Posting © 
riage (another optional feature) bookkeeping may be performed 
billing or check-writing operations are carried out =» The IBM 6 
is the solution to the time-consuming job of manual bookkeepil 


Ask an IBM representative for details. 


INTERNATIONAL BUSINESS MACHINES 
COMPANY LIMITED 





